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.  Events 


To  Curb  High  Cost  Economy 

The  sluggishness  of  Indonesia's  economic  growth  rate  during  the  last  few 
years  has  increasingly  made  the  government  more  aware  of  the  economic 
problem  faced  by  Indonesia  today.  The  decline  of  the  economic  growth  from 
approximately  7.9  per  cent  in  1981  to  become  approximately  2.2  per  cent  in 
1982  was  initially  considered  being  the  result  of  the  world  economic  recession 
Due  to  the  continuing  sluggish  economic  growth,  however,  more  and  more 
studies  on  its  causes  are  being  conducted  with  the  expectation  to  acquire  useful 
input  for  decision-making  so  as  to  enable  Indonesia  to  achieve  an  optimal 
economic  growth. 

Facing  the  trend  of  the  continuously  declining  oil  prices,  Indonesia  willy- 
nilly  has  to  take  concrete  steps  to  overcome  the  possibly  negative  impact  that 
may  arise.  Indonesia's  economy  which  has  previously  greatly  relied  on  oil 
revenues  needs  a  new  orientation  which  is  more  directed  towards  non-oil  and 
gas  exports. 

During  these  last  two  years,  serious  efforts  to  activate  export,  particularly 
those  of  non-oil  and  gas  commodities  have  been  made  by  Indonesia.  However 
there  are  still  many  obstacles  to  be  expeditiously  surmounted.  Those  obstacles 
have  caused  Indonesia's  export  commodities  become  too  expensive,  which  to  a 
certain  degree  have  made  those  commodities  incapable  to  enter  overseas 
markets.  One  of  the  obstacles  often  mentioned  by  producers  and  exporters  was 
he  comphca.ed  export  and  import  procedures  and  the  large  amount  of  illegal 
ev.es  to  be  pa.d  by  exporters/importers  to  certain  red  tape  elements  and  the 
.n-expedmous  means  of  transportation.  The  high  interest  rate  prevailing  at 
present  has  increasingly  augmented  the  weight  of  those  obstacles 
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To  tackle  this  problem,  on  April  4,  1985,  by  virtue  of  Presidential  Instruc- 
tion No.  4/1985,  the  government  took  steps  appear  to  be  very  effective.  Com- 
pared to  the  export/Import  procedure  presently  in  force,  this  Presidential  In- 
struction No.  4/1985  is  much  more  simple  and  different  than  the  previous  one. 
There  are  a  few  major  points  worth  mentioning  in  this  new  regulation: 

1.  Export  commodities  will  no  longer  be  subject  to  examinations  by  the  cus- 
toms, unless  it  is  suspected  that  mentioned  commodities  are  categorised 
under  restriction  or  export  prohibition,  or  if  those  commodities,  being 
subject  to  Export  Duties/ Additional  Export  Duties,  are  being  unduly  paid. 

2.  Export  commodities  which  are  granted  an  Export  Certificate  are  verified 
at  the  country  of  destination  by  a  surveyor  assigned  by  the  government  and 
the  payment  of  the  Export  Certificate  is  calculated  on  the  basis  of  men- 
tioned verification. 

3.  Imported  goods  can  only  enter  the  Indonesian  customs  area  if  they  are 
covered  by  a  Verification  Report  issued  by  a  surveyor  in  the  country  of 
origin  The  verification  report  will  further  become  the  basis  for  the  pay- 
ments by  banks  overseas,  the  sending  of  bill  of  lading  by  banks  overseas 
to  domestic  foreign  exchange  banks;  it  will  also  form  the  basis  for  the  cal- 
culation of  the  Sales  Tax  and  the  payment  by  importers  of  mentioned  tax 
to  foreign  exchange  banks. 

4  The  fixation  of  the  price  of  imported  goods  which  will  be  used  as  the  basis 
for  the  calculation  of  import  duties  (with  the  same  tariff  throughout  In- 
donesia) is  to  be  made  by  the  surveyor  company  on  the  basis  of  prevailing 
prices  of  the  goods  in  the  country  of  origin. 

5  To  smoothen  the  inter-island  shipment  of  goods,  stipulations  on  the  notifi- 
*  cation  of  inter-island  goods,  of  inter-island  fiscal  documents,  freighters 

and  freights  have  been  abolished. 
6.  To  minimise  port  fees  some  charges  previously  levied  have  been  removed 
or  reduced. 

7  General  Ocean  Shipping,  Archipelagic  and  Special  Shipping  Companies 
may  become  agencies  of  foreign  shipping  companies  with  regular  and  ir- 
regular shipping,  which  are  either  conference  members  or  not.  In  addition, 
freighters  of  foreign  shipping  companies  with  appointed  agencies,  may 
enter  Indonesia's  waters  and  call  on  ports  without  any  restriction  as  to  the 
time  of  anchorage,  frequency,  kind  and  volume  of  the  cargo  to  be  loaded/ 
unloaded,  in  accordance  with  the  agreement  between  the  Foreign  Shipping 
Companies  and  their  agencies.  Whereas  harbours  open  to  anchorage  cover 
all  sea  ports  that  are  open  to  international  trade. 
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From  the  stipulation  cited  above  it  becomes  obvious  that  administratively 
some  factors  hampering  the  export/import  procedure  have  been  removed  The 
lessening  of  customs  officers'  authority  will  automatically  facilitate  importers/ 
exporters  activities.  It  has  often  been  stated  by  the  mass  media  that  mal- 
feasance by  certain  customs  officers  was  seriously  hampering  exporters/ 
importers'  activities.  The  red  tape  costs  was  quite  high;  even  more  importers/ 
exporters  complained  that  it  was  an  intolerable  burden  or  which  constituted 
one  of  the  prime  factors  that  caused  Indonesia's  export  commodities  being  in- 
capable of  competing  abroad,  or  made  basic  material  for  domestic  industries 
become  very  expensive. 

Although  this  new  regulation  has  been  responded  upon  positively  by  the 
society  and  particularly  the  business  community,  one  point  is  still  being  fre- 
quently queried.  As  a  follow-up  of  the  Presidential  Instruction  No  4/1985 
the  government  has  assigned  the  SGS  (Societe  Generale  de  Surveillance  SA)' 
a  Swiss-based  surveyor  company,  as  the  surveyor  for  Indonesia  in  co-opera- 
tion with  PT  Sucofindo  (Superintending  Company  of  Indonesia).  According 
to  some  observers,  the  authority  assigned  to  SGS  is  less  beneficial  to  In- 
donesta,  especially  if  mentioned  stipulation  is  to  be  adopted  for  a  long  term 
period.  5 

Aside  from  the  flaw  inherent  in  the  assigning  of  the  SGS  as  Indonesia's 

Zl7ZagT'  ^  Tnted  °Ut  by  S°me  observe",  it  seems  worthy  to  note  that 
today  there  has  not  been  as  yet  a  body  or  institution  owned  by  Indonesia  tha 
can  function  as  the  needed  surveyor.  Accordingly,  in  order  to  tackle  the  prob! 
lem  of  high-cost  economy  expeditiously  in  accordance  with  the  demands  of  In- 
donesia s  economy  today,  the  assignment  of  SGS  can  be  justified  while 
memof  lnhnHnd'  ^  f  la*signment  wi"  be  j"  force  pending  the  establish- 
Turveyor  *  *  *  ^  be  Capab,£  °f  functi™ng  as  a 

From  the  few  measures  taken  by  the  government  of  Indonesia  during  these 
ast  few  years,  ,t  seems  obvious  that  the  government  is  making  efforts  with  n 
"s  competence  to  solve  the  problem  of  high  cost  economy.  The  above  men 
noned  Presidential  Instruction  No.  4/1985  is  one  of  the  series  of  steps  tak^n  to 
mprove  IndoneS,a's  economy.  Seemingly  other  series  of  measures 
suit  n  the  coming  future.  Political  will  seems  to  be  very  pronounced  The 
whole  prob.em  is  how  to  direct  those  measures  to  become  conSstent  so  tha 
their  impact  w,„  no,  be  counter  productive  in  the  attempt  to  diminish  high  £S 
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Some  Notes  on  the  Bill  of  Social  Organisations 


INTRODUCTION 

In  the  plenary  session  of  the  House  of  Representatives  (DPR)  on  31  May 
1985  the  government  together  with  the  DPR  passed  the  Bill  on  Social  Organi- 
sations into  law.  With  the  passing  of  this  Bill  into  law,  it  follows  that  the 
Government,  together  with  the  DPR,  have  passed  the  package  of  five  Bills  on 
politics  into  law,  which  are  as  follows: 
1.  Act  on  the  General  Election:  Act  No.  1/1985; 

2  Act  on  the  Composition  and  Position  of  the  MPR  (People's  Consultative 
Assembly)/DPR/DPRD  (Regional  DPR):  Act  No.  2/1985; 

3.  Act  on  Political  Parties  and  Golongan  Karya:  Act  No.  3/1985; 

4.  Act  on  Referendum:  Act  No.  5/1985; 

5.  Act  on  Social  Organisations:  Act  No.  8/1985. 

The  five  Acts  constitute  one  package  of  Laws  on  political  development.  All 
these  Acts  are  the  implementations  of  the  People's  decision  laid  down  during 
the  1983  General  Session  of  the  MPR  of  the  Republic  of  Indonesia. 

From  the  five  Acts,  the  last  one  (the  Act  on  Social  Organisations)  encom- 
passes the  most  difficult  and  complicated  material,  either  during  the  prepa- 
ratory process  or  in  the  debates,  both  within  the  DPR  and  among  the  society  at 
large. 

The  Act  on  Social  Organisations  comprising  9  chapters  and  20 .articles  con- 
stitutes an  act  which  has  been  prepared  and  discussed  carefully  and  has  inten- 
ded interaction  and  reciprocal  communications  between  the  Government 
DPR,  Social  and  Political  Organisations.  Diverse  ^^s^dd^o^ 
have  been  conducted  serving  as  a  vehicle  to  prepare  the  Act  on  Social  Organi 
sations. 


Major  Problems 

Three  major  issues  came  up  concurrently  with  the  preparation  °f  this  Act 
on  Social  Organisations,  which  are:  (1)  that  concerning  the  meaning  of  Panca- 
1  as  the^dnciple;  (2)  that  on  individual  freedom  or  the  freedom  of  or- 
ganising;  (3)  that  on  religion. 


CURRENT  EVENTS 


253 


The  decision  on  Pancasila  as  the  sole  principle  of  socio-political  organi- 
sations has  called  forth  two  problems:  (1)  whether  organisations,  aside  from 
socio-political  ones,  have  to  abide  by  the  principle  as  well;  (2)  whether  the 
stipulation  does  not  mean  denying  the  existence  Of  other  principles  so  that 
Pancasila  becomes  an  absolutely  deterministic  monolith. 

Based  on  the  MPR  Decree  it  is  obvious  that  not  only  political  but  also 
social  organisations  are  expected  to  accept  Pancasila  as  their  sole  principle. 
Hence  the  passing  of  the  Bill  on  Social  Organisations  is  indeed  in  line  with  the 
mind  of  the  People's  Consultative  Assembly. 

Would  Pancasila  become  a  monolithic  dogma  which  is  absolute  and  deter- 
ministic so  as  to  reject  other  principles  such  as  those  belonging  to  the  religious 
domain?  This  matter  calls  for  more  accurate  reasoning  and  formulating.  Ac- 
cordingly in  this  regard  the  law  gives  a  clear  definition:  "What  is  meant  by  the 
sole  principle  is  the  principle  in  the  life  of  the  state,  nation  and  society." 

Therefore,  Pancasila  as  the  sole  principle  is  not  a  monolithic  and  absolute 
dogma,  but  a  principle  which  is  limitative  in  nature.  This  is  in  point  of  fact 
only  an  assertion  that  in  the  nation  building  process  Pancasila  constitutes  the 
only  national  principle. 

The  problem  on  individual  freedom  and  that  of  organising  is  an  old  prob- 
lem. This  problem  came  up  because  it  is  related  to  the  stipulation  on  the  dis- 
solving and  freezing  of  social  organisations.  Certain  circles  launched  a  strong 
reaction  while  asserting  that  freedom  has  an  absolute  value.  This  problem  can 
be  easily  solved  if  one  is  aware  of  the  fact  that  human  freedom  has  never  been 
absolute.  Freedom  is  always  related  to  duty  and  responsibility.  National 
freedom  also  entails  national  responsibility.  In  this  regard  one  is  also  aware 
that  thanks  to  the  existence  of  this  Act  the  Government  itself  will  also  be 
bound  and  limited  in  terms  of  its  authority. 

This  problem  of  freedom  also  relates  to  the  fact  that  the  Indonesian  people 
constitute  a  heterogeneous  society  seen  from  various  angles.  Is  it  possible  that 
one  principle  and  order  is  laid  down  for  such  a  heterogeneous  society''  Would 
it  not  be  a  violation  of  the  individual  or  group's  basic  rights?  This  is  also  an 
old  problem.  Based  on  the  principle  "bhinneka  tunggal  ika"  (unity  in  diver- 
sity) with  regard  to  the  Indonesian  society,  the  problem  has  been  principally 
solved.  There  is  indeed  heterogeneity  in  the  Indonesian  society  concomitantly 
with  homogeneity. 

The  complicated  problem  is  that  pertaining  to  religion.  The  core  of  the 
problems  is  whether  religion  will  be  subject  to  mentioned  act.  This  problem  en- 
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tails'increasingly  complex  and  accumulative  problems,  comprising  among  other 
things  the  following  points:  (1)  whether  a  religious  organisation  is  similar  to  a 
social  organisation;  (2)  what  is  religion;  (3)  whether  all  religious  organisations 
are  religious  institutions;  (4)  whether  in  a  religious  social  organisation  the  reli- 
gious factor  has  to  be  eliminated;  (5)  what  do  religious  freedom  and  the 
freedom  to  observe  one's  religion  mean  in  a  Pancasila  state  and  society. 

The  heightening  of  those  cited  issues  was  initiated  by  HMI's  (Himpunan 
Mahasiswa  Islam  =  Association  of  Islamic  Students)  rejection  against  the 
adoption  of  Pancasila  as  the  sole  principle  of  social  organisations,  particularly 
religious  social  organisations.  This  problem  continued  to  prevail  amongst 
various  religious  circles  such  as:  MUI  (Islamic  Council  of  Ulamas),  Muham- 
madiyah,  NU,  MAWI  (The  Indonesian  Council  of  Bishops),  PGI  (Associa- 
tion of  Indonesian  Churches),  PMKRI  (Organisation  of  Catholic  Students) 
and  others. 

That  process  seemed  to  lead  to  the  awareness  of  the  need  for  a  distinction 
between  pure  religious  institutions  on  the  one  hand  and  social  organisations 
based  on  religion  on  the  other.  This  is  reflected  in  Article  1  of  the  Act  itself: 
"In  this  Act  what  is  meant  by  Social  Organisation  is  an  organisation  formed 
by  citizens  of  the  Republic  of  Indonesia  voluntarily  and  based  on  common  ac- 
tivity, profession,  function,  religion,  and  the  belief  in  the  One  Supreme  God, 
to  participate  in  development  in  the  framework  of  achieving  a  National  Aim  m 
the  Unitary  State  of  the  Republic  of  Indonesia  which  is  based  on  Pancasila." 
In  addition,  it  is  also  confirmed  by  the  explanation  of  the  Minister  of  Home 
Affairs  that  mentioned  law  is  not  an  Act  on  religion  but  on  social  organisa- 
tions. 

Hence  it  seems  obvious  that  the  ChWch  for  example,  or  Islamic,  Hindu  or 
Budhist  religious  institutions  are  not  subject  to  this  act.  But  social  organisa- 
tions established  by  Indonesian  believers  of  certain  religions  have  to  abide  by 
this  act.  Therefore,  religious  institutions  are  not  subject  to  this  act  as  far  as 
they  are  concerned  with  religious  activities,  but  those  which  are  concerned  with 
social  activities,  state  and  national  affairs  have  to  comply  with  this  Law. 
Religious  Orders  and  Congregations,  Budhist  Monks  and  the  like,  for  in- 
stance, do  not  have  to  abide  by  this  regulation,  but  their  public  educational 
work  have  to  comply  with  this  act. 

Pancasila  as  the  sole  principle  relates  to  the  life  of  the  state,  nation  and 
society  Religious  inspirations  will  undoubtedly  remain  an  influential  factor  to 
every  citizen  but  it  cannot  be  used  as  a  principle  of  the  life  of  the  state  nation 
and  society  for  all  Indonesian  citizens  and  society.  The  religious  specificity  is 
not  realized  in  the  principle  of  the  life  of  the  state,  nation  and  society,  except 


CURRENT  EVENTS 


255 


in  their  activity  programmes.  This  means  that  religious  organisations  remain 
to  play  a  role  in  the  Indonesian  society.  The  government  has  often  asserted 
that:  Pancasila  is  not  a  religion  and  vice  versa.  Religion  will  not  be  made  Pan- 
casila,  conversely  Pancasila  will  neither  become  a  religion.  The  Indonesian 
people  want  one  Pancasila  as  one  principle  which  holds  for  all  Indonesian 
citizens,  irrespective  of  their  different  ethnic  denominations,  origin,  race, 
descent,  economy,  religion  and  belief. 


Background  -  Relevance 

Those  issues  are  basically  not  new  for  those  who  know  their  socio-political 
and  historical  context. 

In  fact,  there  has  been  an  intent  to  work  out  a  code  of  law  on  Social  Or- 
ganisations since  1967,  but  it  is  only  being  realised  now.  Historically  .the  prob- 
lem on  social  organisation  is  an  ideological  and  political  one.  Ideologically  the 
history  of  social  organisation  is  one  of  a  meeting  point  between  the  Indonesian 
national  ideology,  on  the  one  hand,  and  those  from  outside,  on  the  other, 
which  are  either  religious  or  secular  in  nature.  Ideologically  it  constitutes  a 
meeting  point  between  the  national  ideology  and  that  of  the  Hellenistic  and 
Semitic  types. 

Politically,  social  organisations  constitute  a  substructure  of  political  par- 
ties, nearly  all  of  which  are  ideologically  oriented. 

It  has  been  only  since  the  New  Order  that  efforts  have  been  made  to  give  it 
a  distinct  and  sound  meaning  among  other  things  by  speeling  out  explicitly  and 
defining  the  meaning  and  position  of  the  Indonesian  National  ideology  and 
constitution.  By  stages  the  social  organisations  have  been  led  towards  de- 
velopment programme  oriented. 

Here  lies  the  relevance  of  mentioned  act.  Development  in  Indonesia  will  be 
continued.  That  development  calls  for  a  development  of  the  society  so  as  to 
become  creative  and  productive  through  organisations.  The  role  of  social  or- 
ganisations will  become  greater  and  more  decisive.  To  this  end  order  is  called 


Prospect 


This  act  has  to  be  viewed  as  part  of  Indonesia's  nation  building  process. 
Nationalism  is  an  important  factor  and  apparently  it  has  its  basis  in  the  In- 
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donesian  culture.  Hence  this  act  is  also  part  of  the  development  of  the  Indone- 
sian culture.  It  is  only  in  the  present  development  that  the  Indonesian  nation  is 
able  to  explicitly  state  that  the  Indonesian  national  development  is  basically 
a  practical  application  of  Pancasila.  This  means  that  development  is  in  prin- 
ciple a  cultural  process  of  the  Indonesian  nation  itself.  This  cultural  process  is 
expressed  in  the  life  of  the  state,  nation  and  society. 


M.  DJADIJONO 


Law  Number  9  of  1985  Concerning  Fishery 

On  June  19,  1985  Indonesia  has  enacted  Law  Number  9/1985  concerning 
Fishery.  This  Law  Number  9/1985  should  specifically  be  called:  the  Indone- 
sian Law  concerning  Fishery,  since  it  is  the  first  such  Law  concerning  Fishery 
which  has  been  promulgated  upon  the  basis  of  the  1945  Constitution  of  the 
Republic  of  Indonesia  after  Indonesia  has  been  proclaimed  as  an  independent 
State  on  August  17,  1945. 

During  the  last  40  years  (1945-1985)  Indonesia's  Fishery  has  been  per- 
formed and  conducted  on  the  basis  of  Ordinances  enacted  by  the  former 
Dutch  Government.  Their  continuing  validity  in  independent  Indonesia  is 
derived  from  Article  II  of  the  Transitional  Provision  of  the  1945  Constitution 
which  provides  that:  "All  existing  institutions  and  regulations  of  the  State 
shall  continue  to  function  as  long  as  new  ones  have  not  been  enacted  in  confor- 
mity with  this  Constitution." 

This  Law  Number  9/1985  has  been  promulgated  based  upon  the  1945  Con- 
stitution, particularly  upon  the  principle  laid  down  in  Article  33  para.  3  which 
states-  "Land  and  water  and  the  natural  resources  therein  shall  be  controlled 
by  the  State  and  shall  be  utilised  for  the  greatest  welfare  of  the  people."  This 
evidence  is  clearly  stated  in  the  Elucidation  of  the  Law  concerned  emphasising 
the  fact  and/or  the  political  will  of  the  people  and  government  of  Indonesia  to 
arrange  and  conduct  their  fishery  along  the  above  mentioned  constitutional 
principles.  These  constitutional  provisions  basically  indicate  three  fundamen- 
tal principles,  i.e.  (1)  the  scope  of  governmental  authority,  (2)  the  scope  of 
public  versus  private  rights  and  obligations  so  as  to  permit,  (3)  the  future  de- 
velopment of  environmental  control. 

'Sec  Law  Number  9  of  1985  concerning  Fishery  of  June  19,  1985  and  its  Elucidation;  further 
see  St.  Munadjat  Danusapulro,  Environmental  Legislation  &  Administration  in  Indonesia  (Ban- 
dung: Alumni,  1978,  sec.  cd.  1981),  pp.  30-31. 
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These  three  fundamental  principles  have  consistently  been  implemented  in 
the  provisions  of  the  Law  Number  9/1985  as  it  can  be  observed  in  its  35  Ar- 
ticles divided  into  11  Paragraphs.  For  this  reason  Law  Number  9/1985  is  con- 
sidered as  one  of  the  fundamental  legislative  instruments  expressing  pro- 
foundly the  implementation  of  the  1945  Constitution.  As  it  is  stated  in  the 
Elucidation,  Law  Number  9/1985  expressively  stipulates  the  above  mentioned 
three  fundamental  principles  in  its  diverse  35  Articles  with  the  desire  to  imple- 
ment strictly  the  national  basic  policy  as  promulgated  in  the  Guidelines  of 
State  Policy  concerning  fishery  which  aims  at  the  rational  exploitation  of  na- 
tional fish  resources  for  the  greatest  welfare  of  the  people  by  materialising 
justice  and  equity  and  at  the  same  time  developing  and  improving  the  living 
standard  of  the  fisherman.  In  this  respect  Law  Number  9/1985  strives  for  the 
improvement  and  enhancement  of  the  contribution  of  the  fishery  sector  to  the 
national  development  as  it  has  been  outlined  in  the  Five- Year  Development 
Plan  (Repelita). 


Law  Number  9/1985 


By  pointing  out  the  above  mentioned  characteristics  of  Law  Number 
9/1985,  the  author  illustrates  the  big  difference  between  Law  Number  9/1985 
and  the  Ordinances  enacted  by  the  former  Dutch  Government  which  have  been 
promulgated  upon  a  totally  different  basis.  One  major  deficiency  of  these  Or- 
dinances can  easily  be  shown  by  understanding  their  purpose  which  is  always 
emphasised  as  embodying  the  principal  aim  for  regulating:  the  fishing,  or 
popularly  termed  as:  "the  catch  of  fish." 

Conversely,  Law  Number  9/1985  is  specially  named  as  a  Law  concerning 
Fishery,  indicating  the  purpose  for  providing  the  basic  legal  provisions  con- 
cerning: (a)  the  policy  on  fishery;  (b)  the  socio-economic  aspects  of  fishery; 
(c)  the  management  of  fish  resources;  (d)  the  protection  and  conservation  of 
fish  resources;  (e)  the  control  and  conduct  of  fishery  activities;  (0  the  develop- 
ment and  improvement  of  fishery  supporting  measures;  and  (g)  the  harmonisa- 
tion  of  fishery  regulations  with  the  developments  of  the  national  and  interna- 
tional Law  of  the  Sea.  By  showing  the  provision  concerning  the  aim  to  har- 
monise the  fishery  regulations  wirh  the  development  of  the  national  and  inter- 
national Law  of  the  Sea,  a  second  major  difference  may  be  highlighted  The 
former  Ordinances  have  been  enacted  upon  the  classic  understanding  and  doc- 
trine on  archipelago  as  it  is  regulated  in  the.Ordinance  concerning  Territorial 
Waters  and  Maritime  Prohibited  Areas  of  1939  (Stbl.  1939  No  442)  which 
stipulates  that  every  island  of  the  Indonesian  Archipelago  has  its  own  Ter- 
ritorial Sea  with  a  width  of  three  miles. 
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This  stipulation  is  fundamentally  in  contradiction  with  the  principle  and 
modern  regime  concerning  the  meaning  of  an  archipelago  which  is:  "A  group 
of  islands,  including  parts  of  islands,  interconnecting  waters  and  other  natural 
features  which  are  so  closely  inter-related  that  such  islands,  waters,  and  other 
natural  features  from  an  intrinsic  geographical,  economic  and  political  entity, 
or  which  historically  have  been  regarded  as  such."  This  principle  and  regime 
are  clearly  stipulated  in  Law  Number  4/Prp./1960  as  they  are  internationally 
recognised  and  determined  by  Article  46  of  the  United  Nations  Convention  on 
the  Law  of  the  Sea  1982.  By  the  same  Law  Number  4/Prp./1960  the  width  of 
the  Territorial  Sea  of  Indonesia  has  been  established  up  to  a  limit  of  12  nauti- 
cal miles,  measured  from  the  archipelagic  baseline  of  Indonesia  being  an  Ar- 
chipelagic State  in  accordance  with  the  provisions  contained  in  Article  3  and 
Article  47  of  the  United  Nations  Convention  on  the  Law  of  the  Sea.2 

Moreover,  at  the  time  that  the  Ordinances  were  promulgated,  the  world  did 
not  know  yet  about  the  concept  and  doctrine  of  the  Exclusive  Economic  Zone 
(EEZ)  which  constitutes  one  of  the  latest  developments  of  the  Law  of  the  Sea. 
The  doctrine  of  EEZ  has  been  enacted  by  Indonesia  in  its  Law  Number  5/1983 
in  conformity  with  the  provisions  of  the  United  Nations  Convention  on  the 
Law  of  the  Sea  as  regulated  in  PART  V:  Articles  55-75.  By  these  legislative  ar- 
rangements concerning  the  EEZ,  it  is  stipulated  that:  "In  the  EEZ,  the  coastal 
State  has  the  sovereign  rights  for  the  purpose  of  exploring  and  exploiting,  con- 
serving and  managing  the  natural  resources,  whether  living  or  non-living,  of 
the  sea-bed  and  subsoil  and  the  superjacent  waters,  and  with  regard  to  other 
activities  for  the  economic  exploitation  and  exploration  of  the  zone,  such  as 
the  production  of  energy  from  the  water,  currents  and  winds." 


Problems  and  Policy 

By  referring  to  the  latest  developments  of  both  the  national  and  the  inter- 
national Law  of  the  Sea,  one  will  immediately  be  involved  in  the  problem  of 
the  territorial  application  of  Law  Number  9/1985.  Contemplating  the  prin- 
ciple that  the  structure  and  contents  of  each  Law  promulgated  upon  the  basis 
of  the  Constitution  demonstrate  and  act  of  expressing  the  existence  of  the 
State  concerned,  the  birth  of  the  Law  Number  9/1985  accentuates  the  firm 
policy  of  Indonesia  to  develop  and  enhance  the  implementation  of  its  Ar- 
chipelagic Concept,  specifically  in  the  field  of  Fishery. 


2See:  Law  of  the  Republic  of  Indonesia  Number  4/Prp./1960,  and  compare  with  the  U.N. 
Convention  on  the  Law  of  the  Sea,  which  is  discussed  thoroughly  in  St.  Munadjat  Danusaputro 
book:  "Wawasan  Nusantara"  Book  I  (dalam  Ilmu,  Polilik  dan  Hukum  =  In  Science,  Politics  and 
Law)  (Bandung:  Alumni,  1978). 
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Being  an  archipelagic  State,  Indonesia's  geographical  environment  is 
rather  unique  in  that  it  consists  of  13,667  islands  and  islets  studded  by  a  com- 
plex system  of  waterways,  of  shallow  seas  bordered  by  deep  sea  trenches.  The 
Indonesian  waters,  an  area  of  almost  7,000,000  square  kilometers,  cover  two- 
third  of  the  Indonesian  territory.  Besides,  Indonesia  possesses  the  sovereign 
rights  and  jurisdiction  within  its  EEZ  of  200  miles  in  width  which  covers  a  sea- 
area  of  almost  2,700,000  square  kilometers. 


Understandably,  how  fully  and  wisely  the  resources  ~  especialy  the  living 
resources  -  of  these  waters  are  utilised,  will  affect  profoundly  the  economy  of 
Indonesia,  its  ability  to  meet  increasing  demands  for  food  and  raw  materials, 
its  position  and  influence  in  the  regional  community  of  nations;  its  security 
and  its  environmental  quality  of  life  in  which  the  aquatic  environment  per- 
forms the  dominating  factor.  This  very  unique  aquatic  environment  sets  In- 
donesia side  from  most  other  similarly  developing  countries.  Therefore,  it 
would  be  natural  if  Indonesia's  role  in  aquatic  matters  become  increasingly 
larger.  In  order  to  realise  the  return  from  its  maritime  opportunities,  spe- 
cifically from  its  fishery  resources,  Indonesia  is  developing  considerable  atten- 
tion and  efforts  to  conduct  intensive  scientific  surveys  and  research  on  its 
marine  resources. 


Some  data  of  Indonesia's  aquatic  environment  may  be  highlighted  to  show 
their  implication  upon  the  problems  which  Indonesia  has  to  face  in  arranging 
and  conducting  its  efforts  to  develop  Fishery 


Territorial  waters  (12  miles  limit) 
Continental  shelf  (up  to  200  miles  depth) 
EEZ 

Tidal  forest  (most  mangrove  forests) 

Swamp  forest 

Peat  swamp  forest 

Inland  open  waters 

Freshwater  ponds 

Ricefield  mix  culture 

Brackishwater  ponds 

Length  of  coastline  of  13,667  islands 


6,850,000 

sq.km 

3,000,000 

sq.km 

2,770,000 

sq.km 

1,000,000 

ha 

13,000,000 

ha 

1,500,000 

ha 

13,700,000 

ha 

40,000 

ha 

78,000 

ha 

182,000 

ha 

81,147 

km 

Source:    Aprilani  Soegiarto,  "Aquatic  Resources  in  Indonesia.  Their  Problems  and  Manage- 

J,erna,lonal  Symposium  for  Energy,  Resources  and  Environment,  Jakarta, 
24-25  February  1977. 
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the  potentiality  of  aquatic  resources  has  been  estimated  as  follows: 


Marine  shrimp 

Skipjack 

Tuna 

Marine  pelagic  fishes 

Marine  demersal  fishes 

Inland  fish  capture 

Brackishwater  shrimp 

Milk  fish 

Eels 

Frogs 

Others 

Aquarium  fishes 


125,000  tons/year 
150,000  tons/year 
50,000  tons/year 
4,000,000  tons/year 
3,000,000  tons/year 
270.0QO  tons/year 
125,000  tons/.year 
360,000  tons/year 
34,000  tons/year 
75,000  tons/year 
250,000  tons/year 
30,000,000  tons/year 


Source:   Fads  and  Figures  (Jakarta:  Directorate  General  of  Fisheries,  1972). 


According  to  experts'  estimates,  Indonesia's  Sea  and  Land  fishery  can 
produce  7,600,000  tons  of  fish  per  year.  But  at  the . beginning  of  the  First 
Repelita  in  1967,  production  reached  only  15  per  cent  of  this  amount  due  tc 
the  backwardness  of  the  Indonesian  Fishery.  Nevertheless,  a  significant  in- 
crease in  production  has  been  recorded  in  the  past  as  shown  in  the  following 
table: 


AVERAGE  ANNUAL  FISH  PRODUCTION  DURING  1953  TO  1967 
(in  thousands  of  tons) 


1953-1957 

1958-1962 

1963-1967 

Sea  fishery 
Land  fishery 

400 
200 

450 
300 

650 
440 

Source:   The  First  Repelita:  1969/70  -  1973/74. 


Although  during  that  period  production  increased  rapidly,  per  capita  con- 
sumption remained  low.  It  was  estimated  that  at  that  time  the  per  capita  con- 
sumption was  only  11  kilograms,  consisting  of  6.6  kilograms  of  Land-fish  and 
4  4  kilograms  of  Sea-fish.  This  level  of  consumption  was  still  far  below  that 
proposed  by  nutrition  experts  in  order  to  assure  proper  health  for  the  average 
Indonesian. 
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Indonesia's  low  fish  production  is  caused  by  many  factors.  First,  the 
technology  used  by  Indonesian  fisherman  lags  far  behind  the  common  interna- 
tional standard.  For  instance,  Indonesian  fishermen  do  not  know  yet  the  elec- 
tronic fish-detector,  a  technique  widely  used  in  the  fishery  world.  Further- 
more, it  was  reported  that  in  1966  only  1.3  per  cent  of  the  whole  Indonesian 
fishing  fleet  was  motorised.  The  fishing  fleet  situation  during  1960-1966  was 
reported  by  the  First  Repelita  as  follows: 


TOTAL  OF  FISHING  BOATS  IN  INDONESIA  DURING  1960-1966 


Year  Sailing  Boats  Motorised  Boats 


1960  169,975  1,456 

1961  195,421  2,211 

1962  206,843  2,867 

1963  212,681  2,989 

1964  231,659  3,200 

1965  225,419  3,342 

1966  241,888  3,357 


The  problems  of  the  Inland  Fishery  differ  from  those  of  the  Sea  Fishery 
As  can  be  seen  in  the  above  mentioned  table  of  Fish  Production,  the  average 
Land-fish  production  was  440,000  tons  during  the  year  of  1963  to  1967.  But  of 
this  75  per  cent  came  from  natural  waters,  such  as  rivers,  lakes,  etc.,  while  the 
rest  came  from  artificial  waters  such  as  fishdams,  ponds  and  rice  fields.  At  the 
time  of  the  beginning  of  the  First  Repelita  the  total  area  of  fresh  water  ponds 
was  36,000  hectares,  producing  about  47,000  tons  of  fish  annually.  This  pro- 
duction can  be  raised  through  improvements  in  the  techniques  of  breeding, 
cultivation  and  the  fish  stocking  system.  Besides  freshwater  ponds,  there  are 
120,000  hectares  fishdams  with  an  annual  production  of  more  than  41,000 
tons  of  fish.  This  production  can  also  be  doubled  through  improvements  in  the 
techniques  of  breeding,  cultivation  and  management. 


Bearing  in  mind  that  fish  constitutes  a  source  of  essential  and  cheap  animal 
protein,  at  the  same  time  produces  commodity  for  the  export,  it  is  the  strate- 
gical aim  underlying  the  promulgation  of  Law  Number  9/1985  to  achieve  a 
more  rapid  annual  production  increase  by  improving  the  fishery  techniques  and 
the  fishery  supporting  measures.  For  this  purpose,  every  5  years  period  of  the 
Repelita  targets  were  set  forth  which  should  be  reached  by  concerted  efforts  of 
both  Government  and  People  as  has  been  emphasised  more  firmly  in  the  provi- 
sions of  Law  Number  9/1985. 
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Development  and  Management  of  Indonesia's  Fishery 

With  the  birth  of  Law  Number  9/1985,  efforts  to  further  develop  and  im- 
prove Indonesia's  Fishery  are  strongly  supported  by  a  legislative  basis  con- 
taining the  strategic  direction  for  its  modernisation  and  enhancement  in  ac- 
cordance with  the  latest  developments  in  science,  politics  and  law.  This  strate- 
gic direction  is  composed  by  two  components:  (a)  development,  and  (b)  man- 
agement. The  main  objectives  for  the  development  are  composed  of  2  parts: 
(i)  The  improvement  of  animal  protein  consumption  by  the  Indonesian  Peo- 
ple, particularly  which  comes  from  the  aquatic  environment;  and  (ii)  The  in- 
crease of  foreign  exchange  earnings  from  the  fishery  sectors.  These  objectives 
can  be  achieved  through  the  increase  of  production  by  concentrating  national 
efforts  at  the  following  directions:  (1)  Intensification  of  Sea  Fishery;  (2)  Reha- 
bilitation and  construction  of  Fish  Harbours;  (3)  Fishery  research  and  survey; 
(4)  Development  of  Land  Fishery  Resources;  (5)  Development  of  Land  Fish 
Hatcheries;  and  (6)  Development  of  Fishery  Infrastructure. 

For  each  of  these  efforts,  preparations  should  be  made  and  conducted 
based  on  research  and  exact  calculation.  In  this  context,  the  role  of  research 
and  surveys  is  of  great  importance,  as  Indonesia  has  shown  by  conducting  the 
last  "Snellius  Expedition  II"  from  July  1984  to  June  1985  in  co-operation  with 
the  Dutch  Government  to  survey  the  Indonesian  waters,  particularly  the 
eastern  part  of  the  country'.  More  seriously,  Indonesia  contemplates  the  big 
challenge  of  the  research  and  survey  of  its  EEZ  in  order  to  fulfill  its  obligations 
under  International  Law.  Besides  its  rights  and  jurisdictions  mentioned  above, 
Indonesia  also  bears  the  obligation  to  determine  the  allowable  catch  of  the 
living  resources  of  its  EEZ.  Taking  into  account  the  best  scientific  evidence 
available  to  it,  Indonesia  has  to  ensure  through  proper  conservation  and 
management  measures  that  the  maintenance  of  the  living  resources  in  the  EEZ 
is  not  endangered  by  over-exploitation.  As  appropriate,  Indonesia  has  to  co- 
operate with  relevant  sub-regional,  regional  and  global  organisations  to  this 
end. 

Furthermore,  Indonesia  has  to  promote  the  objective  of  optimum  utilisa- 
tion of  the  living  resources  in  the  EEZ  without  prejudice  to  the  above  men- 
tioned obligations.  Besides,  Indonesia  must  determine  its  capacity  to  harvest 
the  living  resources  of  its  EEZ  and  where  Indonesia  does  not  have  the  capacity 
to  harvest  the  entire  allowable  catch  of  its  EEZ,  it  has  to  give  other  states  ac- 
cess to  the  surplus  of  the  allowable  catch  through  agreements  or  other  ar- 
rangements. In  giving  access  to  other  states  to  its  EEZ,  Indonesia  shall  take 
into  account  all  relevant  factors,  including,  inter  alia,  the  significance  of  the 
living  resources  of  the  area  to  its  economy  and  other  national  interests,  the 
right  of  land-locked  states  and  the  right  of  certain  developing  coastal  states  m 
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the  sub-region  or  region,  the  requirements  of  developing  countries  in  the  sub- 
region  or  region  in  harvesting  part  of  the  surplus  and  the  need  to  minimise 
economic  dislocation  in  states  whose  nationals  have  habitually  fished  in  the 
zone  or  which  have  made  substantial  efforts  in  research  and  identification  of 
stocks.3 

Obviously,  all  the  obligations  under  International  Law  constitute  a  heavy 
burden  upon  Indonesia's  shoulder  for  which  Law  Number  9/1985  submits  the 
appropriate  solutions.  By  acknowledging  this  significance  of  Law  Number 
9/1985,  it  may  be  stated  that  its  birth  and  existence,  at  this  juncture  of  In- 
donesia's stage  of  development,  constitutes  a  real  enlightenment,  specifically 
for  the  fishery  world. 


St.  Munadjat  DANUSAPUTRO 


3See,  United  Nations  Convention  on  the  Law  of  the  Sea,  espec.  Articles  61,  62  69  and  70 
Furthermore,  see  St.  Munadjat  Danusaputro,  The  Marine  Environment  of  Southeast  Asia  (Ban- 
dung: Binacipta,  1981),  particularly  Part  2  and  Part  5. 


Indonesia: 

Domestic  Politics  and  Foreign  Policy 

Jusuf  WANANDI 


INTRODUCTION 

Indonesia  consists  of  more  than  13,000  islands  stretching  over  an  area  of 
about  3,000  miles  from  west  to  east  and  about  2,000  miles  from  north  to  south. 
Its  population  of  160  million  comprises  many  ethnic  groups' and  different 
races,  with  a  variety  of  traditions,  customs,  and  religions.  About  two-thirds  of 
the  population  live  on  Java,  which  constitutes  only  6  per  cent  of  the  total  land 
area.  This  makes  Java  one  of  the  most  densely  populated  areas  in  the  world. 
Some  regions  and  islands  are  well  developed  but  other  regions,  mostly  in  the 
eastern  part  of  Indonesia,  remain  backward. 

In  spite  of  the  remarkable  economic  progress  achieved  over  the  past  15 
years,  Indonesia  still  is  a  middle-income  developing  country  with  a  per  capita 
income  of  about  US$650  in  1983.  Demographically  speaking,  the  population 
is  very  young.  Therefore,  the  main  challenge  to  the  country  is  to  generate  suffi- 
cient employment  to  absorb  a  new  labour  force  of  about  two  million  annually. 

Indonesia's  light  manufacturing  industries,  which  were  developed  under 
the  important-substitution  strategy  of  the  1970s,  have  not  reached  a  matura- 
tion stage.  Broadening  of  the  industries  has  not  been  followed  by  a  deepening 
of  the  industrial  structure.  Thus,  Indonesia's  industries  remain  highly  de- 
pendent on  importing  intermediate  inputs  financed  from  the  proceeds  of  oil 
exports.  The  country's  dependence  on  oil  remains  high.  Oil  exports  constitute 
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about  60  per  cent  of  the  total  export  earnings,  and  the  income  from  oil  is  a 
main  source  of  financing  of  the  government's  budget. 

Sustained  growth  during  the  past  15  years  has  raised  the  overall  standard 
of  living  of  the  population.  However,  this  high-growth  period  also  has  led  to 
increasing  inequalities  in  income,  especially  in  the  big  cities,  as  well  as  in  social 
status  and  in  the  distribution  of  political  power  all  of  which  are  a  common 
phenomena  in  developing  societies.  A  process  of  change  in  cultural  values  also 
takes  place;  the  society  has  become  more  open  and  therefore,  more  sensitive  to 
external  influences. 

On  balance,  the  economic  progress  achieved  during  the  last  15  years  has 
brought  about  new,  bigger,  and  more  complex  problems.  However,  sufficient 
capabilities  are  present  to  counteract  them.  This  paper  will  describe  the  "race" 
between  the  problems  which  have  emerged  and  will  continue  to  emerge  in  the 
process  of  development  and  the  development  of  capabilities  in  the  society  to 
overcome  those  problems.  I  think  Indonesia  has  the  fighting  chance  to  win  this 
race.  In  the  process  Indonesia  undoubtedly  will  experience  some  social  unrest, 
but  they  will  not  necessarily  lead  to  a  social  revolution  capable  of  destabilising 
the  ruling  government. 


THE  PROBLEMS  AHEAD 


Economic  Problems  and  Their  Impact  on  National  Stability 

It  was  only  in  1982  that  Indonesia  began  to  feel  the  implications  of  the 
\ global  recession.  The  growth  of  the  country's  GDP  (gross  domestic  product) 
[plummeted  to  2.3  per  cent  from  an  annual  average  of  7  to  8  per  cent  in  the 
[period  1979-1981.  The  Indonesian  economy,  in  particular  its  industrial  sector, 
r  remains  stagnant  up  until  the  end  of  1984.  It  is  expected  that  recovery  will  take 
[place  only  at  the  end  of  1985,  provided  that  the  price  of  oil  can  be  sustained 
;and  the  industrialised  countries,  in  particular  the  United  States  and  Japan, 
•maintain  a  strong  economic  recovery  while  resisting  protectionist  pressures  at 
home. 


In  addition  to  these  external  factors,  Indonesian  economic  development  will 
:be  affected  by  a  host  of  internal  factors.  Since  early  1983  a  series  of  bold 
[government  measures  have  been  undertaken  in  an  effort  to  adjust  to  lower  oil 
: prices.  Among  those  measures  were:  the  devaluation  of  the  rupiah  by  about 
127  per  cent;  reduction  of  petroleum  products  subsidies  through  a  50  per  cent 
increase  in  domestic  prices;  postponement  of  major  capital  intensive,  heavy 
industrial  projects  which  have  high  import  components;  policies  to  increase 
•non-oil  exports;  partial  liberalisation  of  the  banking  sector;  reform  of  the  tax 
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system;  gradual  liberalisation  of  the  economy  as  a  whole  in  which  the  private 
sector  is  to  assume  a  greater  role. 

The  results  of  these  measures  have  been  mixed.  In  macro-economic  terms 
significant  improvements  have  been  achieved:  the  balance-of-payments  posi- 
tion has  been  strengthened,  and  inflation  has  been  kept  at  the  one-digit  level. 
Implementation  of  development  projects,  however  has  suffered  from  bureau- 
cratic red  tape,  partly  due  to  the  centralisation  of  decision  making,  including 
centralised  procurements.  In  addition,  the  so-called  informal  sector,  which 
absorbs  high  numbers  of  unskilled  labour  -  especially  in  urban  centres  -  has 
suffered  from  the  rationalisation  policies  enacted  by  the  government. 

To  sum  up,  it  can  be  said  that  the  main  economic  problem  faced  by  the 
country  in  the  short-term  is  the  uncertain  global  economic  development  In 
addition,  internal  uncertainties  regarding  the  implementation  of  government 
policies  have  aggravated  these  conditions. 

National  stability,  however,  would  not  be  threatened  if  the  targets  of  the 
current  development  plan  (Pelita  IV)  could  be  achieved,  namely  a  5  per  cent 
real  growth  rate  in  GDP  per  annum  in  which  resources  are  allocated  to  the 
generation  of  sufficient  employment  opportunities.  Scarce  resources  must  be 
used  much  more  efficiently  than  before;  this  suggests  the  need  for  rationalisa- 
tion of  the  public  sector,  a  greater  role  of  the  private  sector  through  the  crea- 
tion of  linkages  and  stronger  co-operation  between  the  big,  medium,  and  small 
enterprises,  further  strengthening  of  the  co-operatives  in  rural  communities, 
and  support  for  the  informal  sector  as  a  means  to  absorb  labour  in  the  urban 
areas. 

Further  restructuring  efforts  are  necessary  to  increase  the  country's  ability 
to  export  non-oil  products.  Industries  will  have  to  assume  a  bigger  role  in 
exporting  finished  and  intermediate  products,  such  as  textiles  and  garments, 
wood  products,  cement,  fertilizers  and  petroleum  products.  To  overcome  pro- 
tectionism in  many  markets  will  become  a  major  task  for  Indonesian  ex- 
porters. Nonetheless,  it  is  equally  important  to  develop  trading  houses  to 
market  products  in  new,  more  difficult  markets  abroad.  The  development  of 
new  export  items,  in  particular  those  relating  to  agro-industrial  activities,  is 
also  called  for.  There  are  a  number  of  obstacles  in  this  field  which  need  to  be 
overcome;  these  include  land  acquisition  policies,  the  relationship  between 
estates  and  smallholders,  as  well  as  the  appropriate  credit  policies. 

The  worstcase  scenario  regarding  external  economic  developments  features 
in  oil  prices  dropping  to  US$20  a  barrel,  protectionism  remaining  severe,  and 
the  debt  problems  of  the  Third  World  remaining  unresolved.  Indonesia  would 
still  be  able  to  survive  economically,  mainly  due  to  its  large  domestic  market,  a 
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greatly  improved  performance  of  the  agricultural  sector  in  the  provision  of 
food,  an  industrial  structure  which,  albeit  its  weaknesses  is  able  to  provide  for 
the  necessary  basic  products,  such  as  clothing  as  well  as  fertilizers  and  cement. 

It  seems,  however,  that  the  political  system  which  has  been  developed  so 
far  and  will  continue  to  evolve,  would  enable  the  country  .to  prevent  internal 
disintegration  as  a  result  of  any  prolonged  economic  hardship.  Furthermore, 
the  present  government  under  President  Soeharto  has  shown  the  ability  to 
overcome  national  crises  as  exemplified  by  the  bold  policies  taken  in  1983  in 
response  to  uncertain  external  developments.  In  comparison  to  the  situation  in 
1965,  Indonesia  today  has  reached  a  certain  level  of  resilience  in  the  various 
fields  of.  life.  It  has  developed  political  institutions  supported  by  a  growing 
middle  class  (comprised  of  the  military,  the  bureaucracy,  the  professionals  and 
businessmen)  as  well  as  by  the  majority  of  the  people  living  in  the  rural  areas. 

Socio-Political  Problems  and  Their  Impact  on  National  Stability 

National  stability  cannot  be  achieved  through  economic  development 
alone.  In  fact,  the  very  success  of  economic  development 'brings  about  new, 
more  complex  problems  of  distribution  of  income  and  political  power.  These 
add  to  the  already  difficult  problems  caused  by  disparities  among  the  different 
regions,  ethnic  groups,  races,  and  religions.  The  question  is  in  how  far  the 
country's  elite,  which  supports  the  present  government,  is  aware  of  the  com- 
plexity of  the  problems  and  realises  the  need  for  social  and  political  develop- 
ment to  overcome  them.  An  equally  important  question  is  whether  the  main 
political  institutions  could  effectively  deal  with  those  problems  as  well  as  con- 
tinuing the  present  system  of  government  by  mobilising  the  support  from  the 
same  coalition. 

Formally  speaking,  the  important  institutions  in  the  country  are  the 
People's  Consultaive  Assembly,  the  House  of  Representatives,  the  executive 
branch,  and  other  such  constitutional  institutions.  However,  the  importance  of 
other  political  institutions,  namely  the  armed  forces,  the  functional  group 
(Golkar)  and  the  political  parties,  the  corps  of  civil  servants,  mass  organisa- 
tions, academic  institutions  and  the  mass  media,  as  well  as  the  business  com- 
munity, lies  in  their  ability  to  influence  the  constitutional  institutions  to  ac- 
comodate changes  in  the  society. 


The  Armed  Forces 


The  generation  of  1960,  or  the  "generasi  Akabri,"  is  expected  to  take  over 
leadership  of  the  Indonesian  armed  forces  by  1988.  As  distinct  from  the 
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revolutionary  generation  of  1945,  the  generation  of  1960  consists  of  graduates 
from  the  military  academies.  This  coming  generational  change  has  prompted 
some  questions  to  be  raised  with  regard  to  the  future  unity  of  the  armed  forces 
and  their  ability  to  perform  a  socio-political  role  as  part  of  the  "dual  func- 
tion." 

The  dual  function,  meaning  that  the  armed  forces  have  both  a  defence  role 
and  a  socio-political  role,  originates  from  the  revolution  during  1945-1950  that 
led  to  the  creation  of  the  armed  forces,  composed  of  freedom  fighters,  which 
are  acknowledged  as  the  co-founders  of  the  Republic  of  Indonesia. 

Observations  suggest  that  the  generation  of  1960  is  more  united  than  the 
1945  generation,  which  to  a  large  extent  reflected  the  diversities  within  Indone- 
sia's post-revolutionary  society.  The  armed  forces'  role  in  political  affairs  has 
matured,  as  illustrated  by  its  ability  to  adjust  its  mode  of  participation  in  the 
last  three  general  elections.  The  armed  forces  remain  committed  to  a  smooth 
process  of  political  development  but  their  support  for  Golkar,  the  ruling  party, 
has  become  less  direct.  In  the  general  elections  of  1982,  as  distinct  from  the 
1971  and  1977  elections,  the  armed  forces  were  no  longer  involved  in  election 
campaigning  and  other  such  activities.  In  a  sense,  this  less  direct  socio-political 
role  reflects  the  politically  more  stable  environment  prevailing  today.  This 
change  in  the  mode  of  political  participation  does  not  imply  abandonment  of 
the  concept  of  the  dual  function,  or  alteration  in  the  pattern  of  civil-military 
relations  on  which  consensus  continues  to  exist  throughout  the  nation. 

In  general  it  can  be  said  that  the  generation  of  1960  is  more  professional 
than  its  predecessor.  It  retains  an  interest  in  the  socio-political  development  of 
the  country  as  a  result  of  the  educational  system  of  the  military  academics  and 
experience  gained  through  territorial  activities  assigned  to  young  officers.  The 
greater  professionalism  of  the  armed  forces  has  made  its  members  more  com- 
pliant and  in  that  sense,  has  created  more  united  armed  forces.  This  develop- 
ment has  been  reinforced  by  the  recent  simplification  and  streamlining  of  the 
structure  of  the  armed  forces. 

With  this  greater  professionalism  it  can  be  expected  that  in  the  future  more 
emphasis  will  be  given  to  the  armed  forces'  defence  role.  This  shift  in  emphasis 
will  be  accelerated  if  indeed  it  is  felt  that  the  threat  to  Indonesia's  national 
security  in  10  to  15  years  from  now  will  no  longer  be  solely  internal  in  nature. 
If  this  is  the  case,  Indonesia's  defence  requirements  will  change  and  the  doc- 
trine of  total  people's  defence  would  no  longer  be  sufficient.  This  would  not 
necessarily  mean,  however,  that  the  armed  forces  would  "go  back  to  the 
barracks." 
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The  Corps  of  Civil  Servants 

The  establishment  of  Korpri,  the  corps  of  civil  servants,  in  the  1970s  was 
necessitated  by  the  very  weak  bureaucracy  which  existed  following  Indonesian 
independence.  The  Dutch  colonial  administration  had  not  formed  an  efficient 
corps  of  indigenous  civil  servants  as  the  British  did  in  their  colonies.  The 
bureaucracy  formed  during  the  brief  Japanese  occupation  was  subject  to 
serious  fragmentation  in  the  1950s  and  1960s  because  of  the  continuous  strug- 
gle for  power  among  political  parties. 

The  technocratic  and  bureaucratic  style  of  the  New  Order  government  has 
enabled  Korpri  to  become  a  strong  entity.  Many  view  of  this  development  with 
great  concern  feeling  that  the  Indonesian  bureaucracy  has  become  very  strong, 
but  too  rigid  and  too  closed  as  well.  This  has  resulted  in  a  regimentation  of  the 
society  by  the  bureaucracy,  which  in  the  course  of  time  has  become  less  ac- 
countable and  less  sensitive  to  aspirations  from  below.  Thus,  the  very  be- 
haviour and  practices  of  the  bureaucracy  threaten  the  successful  implementa- 
tion of  the  government's  policies.  Bureaucratic  corruption  has  been  identified 
by  public  opinion  polls  as  the  most  serious  threat  to  the  country.  Unsuccessful 
efforts  to  deal  with  this  problem  tend  to  undermine  governmental  credibility. 

In  a  paternalistic  society,  such  as  present  day  Indonesia,  it  may  not  be  easy 
to  change  the  status  and  role  of  the  bureaucracy.  Neither  is  it  conceivable  that 
the  spoils  system  practised  during  the  era  of  liberal  democracy  from  1950  to 
1958  will  be  reintroduced.  Instead,  the  two  other  main  socio-political  forces  in 
society,  the  armed  forces  and  Golkar  will  be  required  to  function  as  a  counter- 
balance to  the  dominant  role  of  the  bureaucracy.  Otherwise,  the  country  will 
end  up  in  a  bureaucratic  state  which  would  become  self-defeating. 

Golkar  and  the  Political  Parties 

This  last  year  witnessed  a  process  of  consolidation  within  Golkar, 
organisationally  as  well  as  in  terms  of  its  leadership.  Organisationally,  re- 
gistration of  members  and  a  programme  for  cadre  training  have  been  im- 
plemented. The  new  leadership  has  been  given  the  task  to  streamline  Golkar's 
partnership  with  the  armed  forces  and  Korpri. 

The  aim  of  the  present  consolidation  is  to  establish  an  independent  and 
mature  Golkar  capable  of  fulfilling  the  following  three  main  tasks:  (a)  mo- 
bilising mass  support  and  participation  in  national  development  programmes; 
(b)  channeling  the  people's  aspirations  and  opinions;  and  (cj  controlling  the 
government  apparatus. 
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These  tasks  are  not  easy  because  an  independent  Golkar  must  function; 
simultaneously  as  the  main  supporter  of  the  government  and  maintain  its 
relevance  as  an  organisation  representing  the  people.  It  is  hoped  that  if  Golkar 
could  perform  this  dual  role  successfully  over  the  next  10  years  or  so,  it  could 
take  the  lead  in  defining  the  rules  of  the  game  of  a  Pancasila  democracy,  which 
in  essence  is  based  on  popular  sovereignty  adapted  to  Indonesia's  cultural 
values  and  political  traditions. 

The  two  other  political  parties,  the  Partai  Persatuan  Pembangunan  (PPP 
=  the  United  Development  Party)  and  the  Partai  Demokrasi  Indonesia  (PDI 
=  the  Democratic  Party  of  Indonesia),  essentially  face  the  same  challenges  as 
Golkar.  Their  position  is  not  as  difficult  as  that  of  Golkar  --  which  must  rally 
support  for  the  government;  however,  the  PPP  and  PDI  have  not  advanced 
much  in  their  consolidation  efforts  partly  due  to  the  more  limited  facilities 
they  received  from  the  government  and  the  armed  forces  compared  to  those 
granted  to  Golkar. 

Political  parties,  however,  have  an  advantage  over  Golkar  because  histo- 
rically and  traditionally  they  are  based  on  a  more  effective  group  solidarity. 
Popular  support  for  the  political  parties  is  significant.  As  shown  from  the 
latest  general  elections,  the  PPP  and  the  PDI  respectively  were  able  to  mobilise 
about  30  per  cent  and  10  per  cent  of  the  total  vote.  The  question  regards  the 
role  of  political  parties  in  a  Pancasila  democracy,  in  which  they  have  fair  op- 
portunities to  participate  in  national  development  efforts  and  eventually  also 
to  participate  directly  in  the  government. 

Meanwhile,  both  political  parties  will  need  to  resolve  their  internal  prob- 
lems. These  originate  from  internal  dissatisfaction  on  the  part  of  the  younger 
generation  with  the  continuing  domination  by  the  older  generation.  Partly 
also,  these  problems  are  the  result  of  the  process  of  merging  the  different  par- 
ties into  the  two  political  parties,  the  PPP  and  the  PDI,  and  the  recent  required 
acceptance  of  Pancasila  as  the  sole  principle  (asas  tunggal)  of  all  parties. 

The  PPP,  formed  by  a  merger  of  Islamic  parties,  is  faced  with  the  question 
of  whether  or  not  to  open  up  the  party  to  non-moslems,  which  would  alienate 
many  of  its  traditional  supporters.  Adoption  of  the  Pancasila  as  the  sole  prin- 
ciple of  the  PPP  will  probably  not  change  the  structure  and  operations  of  the 
party  in  such  a  drastic  fashion  as  to  alienate  its  rank  and  file.  A  second  internal 
problem  of  the  PPP  is  the  limited  support  for  its  current  leadership  which 
originates  mainly  from  one  group,  namely  the  former  Partai  Muslimin  In- 
donesia (Parmusi  =  the  Indonesian  Moslem  Party).  If  this  leadership  fails  to 
prove  that  it  can  serve  the  interests  of  the  broader  constituency,  the  next 
general  elections  may  see  a  weakening  of  the  PPP,  a  development  which  would 
not  be  in  the  interest  of  the  nation.  A  weakening  of  the  PPP  could  result  in  the 
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emergence  of  alienated  groups  seeking  alternative  ways  and  means  to  make 
themselves  heard,  often  through  radical  methods  and  by  the  use  of  force. 
History,  has  shown  that  these  kinds  of  movements  come  and  go  and  express 
themselves  differently  from  time  to  time.  Occasionally,  as  in  the  case  of  the 
Darul  Islam  movement,  the  demand  explicitly  expressed  was  for  the  creation 
of  an  Islamic  State.  At  other  times,  enforcement  of  the  Islamic  Law  among 
believers  has  been  sought  through  government  legislation.  With  the  adoption 
of  Pancasila  as  the  sole  principle  by  political  parties,  the  government  hoped 
that  religion  would  no  longer  be  employed  for  political  purposes.  In  the  past 
religious  issues  have  frequently  been  used  to  mobilise  the  masses  to  express 
anti-government  sentiments.  The  recent  riot  in  the  densely  populated  area  of 
Jakarta  harbour,  Tanjung  Priok,  is  a  case  in  point;  religion  was  used  as  a  vehi- 
cle for  expressing  dissatisfaction  with  the  socio-economic  conditions  which 
resulted  from  government  policies  favouring  economic  rationalisation. 

The  PDI  has  not  been  able  to  resolve  the  problems  arising  out  of  the 
merger  of  ideologically  diverse  parties.  Of  them,  the  Partai  Nasional  Indonesia 
(PNI  =  Indonesian  Nationalist  Party)  was  the  largest  and  historically  most 
important.  However,  this  party  (the  PDI)  has  not  been  able  to  adjust  itself  to 
new  realities  in  which  it  has  lost  its  traditional  support  base  within  the  govern- 
ment bureaucracy.  In  addition,  it  has  since  suffered  from  personal  rivalries 
within.  Nonetheless,  the  PDI  has  a  role  to  play  in  the  development  of  a  mature 
party  system  in  Indonesia.  It  has  been  suggested  that  Golkar  and  the  two 
political  parties  could  well  represent  the  entire  spectrum  of  political  aspira- 
tions in  society,  with  the  PDI  as  the  populist  party  on  the  one  end,  the  PPP  as 
the  conservative  party  on  the  other  end,  and  Golkar  as  a  moderate  party  re- 
presenting professional  and  functional  groups. 

Other  Political  Institutions 

Mass  organisations  are  also  required  to  adopt  Pancasila  as  their  sole  princi- 
ple. Initially,  this  proposition  was  rejected  by  many  of  the  youth  or  students 
and  religious  mass  organisations,  since  it  was  seen  as  an  attempt  to  eliminate 
plurality  of  mass  organisations  and  in  community  life  in  general.  The  proposi- 
tion to  introduce  Pancasila  as  the  sole  principle  for  all  political  parties  and 
mass  organisations  originates  from  the  1945  generation,  which  intends  to 
bequeath  a  national  system  based  on  Pancasila.  This  is  regarded  as  a  means  to 
safeguard  the  nation  from  serious  political  ruptures  in  the  future.  While  the  in- 
tentions are  noble,  a  rigid  implementation  of  this  proposition  could  lead  to  the 
creation  of  a  monolithic  national  system  with  all  its  dangers.  In  addition,  a 
formal  acceptance  of  that  proposition  by  all  political  parties  and  mass  or- 
ganisations does  not  automatically  provide  for  a  guarantee  that  political  and 
ideological  conflicts  may  not  arise  in  the  future. 
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Mass  organisations  have  functioned  in  the  past  mainly  as  extensions  of 
political  parties  and  were  directly  involved  in  the  political  and  ideological 
struggle.  This  subordination  was  gradually  repudiated  as  part  of  the  New 
Order's  political  philosophy.  Mass  organisations  were  to  become  independent 
entities,  and  the  aim  was  to  enhance  professionalism  and  functionalism 
amongst  mass  organisations  in  Indonesia. 

Parallel  to  the  above  development,  the  political  role  of  students  and  univer- 
sities has  undergone  changes.  The  universities  are  no  longer  places  for  prac- 
tical politics.  The  mass  media's  role,  which  is  based  on  a  code  of  ethics  in- 
volving some  self-restraint  in  reporting  on  sensitive  issues  that  could  lead  to 
conflicts  in  society,  might  perhaps  not  be  an  ideal  one,  but  has  been  performed 
successfully  so  far.  The  Indonesian  mass  media  may  ultimately  emulate  the 
Japanese  one,  which  even  with  its  freedom  well  understands  what  not  to  report 
for  the  sake  of  Japan's  national  interest. 

The  private  (business)  sector  can  play  an  important  role  in  political  life.  It 
constitutes  the  core  of  the  emerging  middle  class  in  a  developing  society,  which 
usually  becomes  the  bearer  of  democratic  ideas.  The  Indonesian  private  sector 
is  still  weak,  despite  its  remarkable  growth  during  the  last  decade  as  a  result  of 
new  economic  opportunities.  The  role  of  the  private  sector  in  Indonesia's  de- 
velopment often  has  become  a  source  of  controversy  due  to  its  racial  connota- 
tion. The  government  and  a  growing  subset  of  the  society  has  come  to  the  fore 
to  resolving  this  problem. 

The  government  on  the  one  hand  has  devised  policies  to  encourage  the  pro- 
cess of  assimilation  and  integration  of  Indonesians  of  Chinese  origin,  and  on 
the  other  hand  has  introduced  measures  to  strengthen  indigenous  entre- 
preneurs, among  other  things  by  linking  their  business  activities  with  the  es- 
tablished ones,  mostly  managed  by  the  state  or  Indonesian  Chinese. 

Changes  in  Cultural  Values  and  Their  Impact  on  National  Development 

At  issue  at  present  is  how  to  develop  a  new  national  solidarity  to  replace 
the  older  one  which  emerged  out  of  nationalism  and  national  revolution  under 
the  leadership  of  the  1945  generation.  Japan  provides  an  example  of  a  suc- 
cessful transformation  of  its  national  solidarity  to  be  adjusted  to  the  new 
realities,  in  which  modern  corporation  have  taken  over  the  role  of  traditional 
groups.  Japan's  experience  cannot  be  repeated.  However,  Indonesia's  own 
history  has  shown  the  society's  ability  to  adapt  itself  to  and  to  absorb  new 
cultural  values  from  without.  The  Javanese  culture  has  been  in  the  forefront  of 
the  acculturation  processes  but  has  been  able  to  preserve  its  essential  cultural 
trait.  Javanese  culture  continues  to  be  predominant  in  Indonesian  society  as 
a  whole,  partly  because  the  majority  of  the  population  are  Javanese  and  partly 
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because  of  the  dominance  of  Javanese  in  the  government.  It  remains  to  be  seen 
whether  the  Javanese  culture  has  the  ability  to  adapt  itself  fast  enough  to  the 
need  for  cultural  transformation  towards  modernisation. 

There  at  least  are  two  important  concepts  of  the  Javanese  which  have  often 
been  referred  to  as  obstructing  the  process  of  modernisation.  The  first  is  the 
concept  of  harmony  which  is  adhered  to  by  traditional  entities  such  as  clans, 
big  families,  and  villages.  Manifestations  of  this  concept  in  the  village  context 
are  for  example;  the  practice  of  consensus  through  deliberations  or 
musyawarah  untuk  mufakat  and  mutual  help  or  gotong-royong  and  tolong- 
menolong. 

The  question  is  whether  this  concept  could  find  its  manifestation  in 
modern,  urban  societies,  in  the  context  of  modern  political  parties  and  other 
new  and  modern  institutions,  which  are  likely  to  be  affected  by  the  dynamics 
of  rapid  economic  development  and  influenced  by  a  more  international  code 
of  conduct  based  on  Western  values  such  as  competition  and  individual  ac- 
complishments. Can  this  concept,  in  the  wake  of  those  changes  and  influences, 
lead  to  the  development  of  a  new  national  solidarity? 

The  second  is  the  concept  of  power,  which  basically  recognizes  only  one, 
central  source  of  power.  This  tends  to  be  manifested  in  the  centralisation  of 
power  in  Jakarta  and  in  the  hands  of  the  government,  namely  the  executive 
branch. 

The  question  is  whether  this  concept  could  be  applied  when  the  society  be- 
comes more  complex  as  a  result  of  development.  It  is  often  thought  that  in 
order  to  be  able  to  cope  with  the  more  complex  problems,  the  society  needs  a 
diversity  of  institutions,  greater  decentralisation,  and  a  greater  role  of  the 
legislative  branch,  the  political  parties,  and  the  private  sector. 

NATIONAL  DEVELOPMENT  AND  INDONESIA'S  FOREIGN  POLICY 

Indonesia's  active  and  independent  foreign  policy  is  bi-partisan  and  has 
the  support  of  a  wide  segment  of  the  society.  This  principle  implies  that  In- 
donesia preserves  its  right  of  self-determination  and  its  right  to  make  its  own 
foreign  policy  choices  to  serve  its  national  interest.  It  cannot  be  denied  that  In- 
donesia's economic  relations  are  predominantly  with  the  West  and  Japan.  In 
view  of  the  importance  of  economic  interactions  and  economic  co-operation 
for  Indonesia's  national  development,  it  has  occasionally  made  some  foreign 
policy  compromises.  Overall,  however,  and  despite  such  intensive  relations 
with  the  West  and  Japan  for  the  past  15  years  or  so,  Indonesia  more  or  less 
maintains  an  active  and  independent  posture.  While  the  national  leadership 
under  President  Soeharto  is  pragmatic  in  the  implementation  of  policies,  its 
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foreign  policy  outlook  remains  heavily  influenced  by  nationalist  sentiments 
and  the  experiences  during  the  struggle  for  independence. 

The  implementation  of  Indonesia's  foreign  policy  under  President  Soe- 
harto  is  diametrically  opposite  that  of  President  Soekarno's  high-profile  and 
revolutionary  posture.  This,  to  a  large  extent,  reflects  the  difference  in  per- 
sonality between  the  two  presidents. 

Soeharto's  foreign  policy  is  seen  as  being  sub-ordinated  to  Indonesia's  na- 
tional development  efforts.  Some  critics  of  Soeharto's  low  profile  would  like 
to  see  a  more  active,  even  assertive,  Indonesian  role  in  many  international 
fora,  such  as  the  non-aligned  movement  and  the  North-South  Dialogue. 

The  foreign  policy  initiatives  of  President  Soeharto  have  been  confined 
largely  to  the  immediate  region.  A  major  goal  has  been  the  improvement  of 
relations  with  Indonesia's  neighbours  by  terminating  konfrontasi  Malaysia 
and  the  signing  of  agreements  on  land  and  sea  borders  with  most  of  Indone- 
sia's neighbours  (except  Vietnam  and  Australia).  The  second  major  foreign 
policy  initiative  has  been  to  engage  Indonesia  in  a  regional  structure,  ASEAN, 
in  order  to  regain  the  confidence  of  its  neighbours.  The  stability  of  the  im- 
mediate region  is  regarded  as  a  prerequisite  for  the  success  of  Indonesia's  na- 
tional development  efforts. 

ASEAN  has  become  the  cornerstone  of  Indonesia's  foreign  policy,  and  the 
success  of  ASEAN  is  seen  by  many  observers  as  resulting  from  Indonesia's 
low-profile  within  that  grouping.  In  spite  of  its  disproportionate  size  relative 
to  other  ASEAN  countries,  Indonesia,  thus  far,  has  not  utilised  its  potentially 
greater  weight  in  many  respects.  Given  Indonesia's  progress  in  national  eco- 
nomic development,  it  is  appropriate  to  expect  that  Indonesia  will  cease  to 
adopt  a  low  profile  in  its  foreign  policy.  A  more  active  and  assertive  role, 
indeed,  may  be  more  appropriate  for  Indonesia  because  of  its  potential  as  a 
regional  power  in  East  Asia. 

It  goes  without  saying  that  the  incorporation  of  East  Timor  into  Indonesia 
is  not  a  reflection  of  a  new  Indonesian  posture.  In  fact,  the  incorporation  of 
East  Timor  was  forced  on  Indonesia  as  a  result  of  internal  developments  in 
Portugal  rather  than  being  based  on  a  deliberate  Indonesian  initiative. 

Recent  initiatives,  such  as  improving  relations  with  the  Soviet  Union  and 
the  Eastern  European  countries,  have  been  justified  on  the  basis  of  a  more 
"balanced"  implementation  of  Indonesia's  active  and  independent  policy. 
The  main  objective  here  is  exploring  for  new  markets  and  opportunities  for 
economic  co-operation.  No  drastic  change  in  Indonesia's  foreign  policy 
posture  is  to  be  expected  as  a  result  of  these  new  approaches  since  relations 
with  the  socialist  bloc  have  been  minimal. 
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Another  issue  of  current  interest  is  the  possible  effects  of  generational 
change  in  Indonesia's  leadership  on  the  country's  foreign  outlook.  Observa- 
tions suggest  that  the  future  leadership,  both  from  the  armed  forces  as  well  as 
civilians,  does  share  essentially  the  same  attitudes.  On  the  one  hand,  will  they 
feel  compelled  to  show  the  nationalistic  tradition  of  Indonesia's  foreign 
policy,  on  the  other  hand  they  will  become  more  internationally-minded.  The 
greater  professionalism  and  better  education  of  the  coming  leadership  may 
make  them  even  more  pragmatic  and  less  ideological  than  the  present  leader- 
ship. There  are  immediate  implications  from  this  attitudinal  evolution: 

a.  the  future  leadership's  commitment  to  ASEAN  may  not  be  as  high  as  that 
of  the  present  leadership  which  regards  ASEAN  as  its  baby.  The  future 
leadership  will  ask  for  concrete  results  and  benefits  from  continued  in- 
volvement in  this  regional  structure; 

b.  if  Indonesia's  future  economic  performance  declines  relatively  to  the  1970s, 
the  future  leadership  may  turn  more  inward.  It  may  want  to  allocate  less 
resources  to  foreign  policy  initiatives  as  well  as  to  improving  the  country's 
military  capabilities,  even  though  the  external  environment  may  have 
changed; 

c.  inspite  of  the  fact  that  the  threat  assessments  by  the  younger  generation  are 
not  likely  to  differ  from  the  present,  there  seems  to  be  support  for  an  im- 
proved military  capability  to  respond  adequately  to  a  possible  conven- 
tionally external  military  threat  in  the  distant  future. 

Overall,  however,  no  drastic  changes  in  the  leadership's  foreign  policy 
outlook  are  likely  to  take  place.  The  PRC  and  the  Soviet  Union  will  both  still 
be  seen  as  a  potential  threat.  Japan's  defence  build  up,  as  it  currently  is  de- 
signed, is  not  seen  as  alarming,  despite  some  misgivings  of  a  possible  extension 
of  Japan's  naval  capabilities  into  Southeast  Asian  waters. 

The  attitude  of  the  new  generation  toward  the  US  is  more  ambivalent.  On 
the  one  hand  they  recognise  the  importance  of  the  US  presence  for  the  stability 
of  Southeast  Asia  as  well  as  the  US  role  as  a  partner  in  Indonesia's  economic 
development.  On  the  other  hand,  the  US,  as  a  superpower,  has  always  created 
an  uneasy  feeling  among  Indonesian  leaders. 


CONCLUSIONS 

The  present  Indonesian  leadership  recognises  the  many  challenges  to  be 
faced  by  the  country  in  the  future,  not  only  in  the  economic  field,  but  in  the 
political,  social  and  cultural  fields  as  well.  Economic  development  continues 
to  receive  the  leadership's  priority  attention.  President  Soeharto  has  shown  the 
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ability  to  overcome  difficult  economic  situations  by  taking  painful,  but  neces- 
sary policy  measures.  The  implementation  of  those  policies  has  become  less  ef- 
fective over  time,  perhaps  because  of  strong  resistance  by  certain  interest 
groups  or  by  the  bureaucracy  itself.  The  1970s  saw  a  remarkable  improvement 
in  the  social  infrastructure,  especially  in  education  and  health.  This  was  made 
possible  by  the  oil  boom,  and  much  effort  will  be  required  to  continue  to 
finance  further  achievements  in  these  fields. 

Political  development  has  been  seriously  promoted  by  the  government, 
largely  as  a  means  of  guaranteeing  future  national  stability.  The  government's 
position  itself  has  been  strengthened  considerably  arid  now  it  can  afford  to 
take  a  more  relaxed  and  flexible  attitude  toward  the  country's  political  de- 
velopment process.  The  country's  political  infrastructure  essentially  has  been 
established  by  now.  President  Soeharto  and  the  1945  generation  sought  to  be- 
queath a  national  system  based  on  Pancaska  and  the  successful  restructuring 
of  the  country's  formal  political  system  during  the  past  15  years.  The  political 
system  which  evolved  during  the  New  Order  is  now  being  tested  with  the 
gradual  change  in  national  leadership  already  taking  place  in  the  many  fields 
of  life,  within  the  armed  forces,  the  bureaucracy.  Golkar  and  the  political  par- 
ties as  well  as  mass  organisations. 

Whenever  President  Soeharto  decides  to  retire  from  office,  a  succession 
problem  with  serious  political  ramifications  will  not  arise  because  the  present 
coalition  that  supports  President  Soeharto  has  become  sufficiently  established 
to  be  in  control  of  the  transition. 


Indonesia's  Economic  Prospects 

in  the  Post-Oil  Era 


Anwar  NASUTION 


INTRODUCTION 

A  reduction  in  the  growth  rate  of  Indonesia's  economy  from  levels  pre- 
vailing in  the  1970s  seems  inevitable  during  the  present  Fourth  Five  Year  De- 
velopment Plan  (Pelita  IV).  There  are  several  reasons  for  this  quite  pessimistic 
view.  First,  because  it  will  take  time  to  raise  domestic  savings  and  to  expand 
non-oil  exports  in  order  to  compensate  for  the  decline  in  oil  revenue  and  in 
foreign  aid  and  loans.  Secondly,  the  US  dollar  is  likely  to  remain  strong  in  the 
near  future,  while  the  real  interest  rate  is  likely  to  stay  at  a  high  level.  At  the 
same  time,  it  is  not  an  easy  task  to  remove  established  trade  barriers.  Thirdly, 
it  will  also  take  time  for  the  Indonesian  economy  to  readjust  itself  to  recent 
changes  in  the  basic  macro-economic  policies  of  the  government  as  well  as  to 
recent  external  events. 

Since  the  second  half  of  1983  the  government  has  changed  its  macro- 
economic  policies  in  the  following  areas.  Along  with  the  March  30,  1983  de- 
valuation, Bank  Indonesia,  the  Central  Bank,  has  reduced  the  degree  of  its  in- 
tervention in  the  foreign  exchange  market.  Since  then,  Bank  Indonesia  has 
allowed  the  rupiah  to  float  more  freely  in  relation  to  its  standard  basket  of  cur- 
rencies. Secondly,  on  June  1  of  the  same  year,  Bank  Indonesia  liberalised  the 
state-owned  banking  system.  As  a  result,  the  interest  rate  has  risen  drama- 
tically and  since  then  it  has  stayed  at  a  high  level.  Thirdly,  a  new  tax  system 
was  passed  into  law  on  December  31,  1983;  two  out  of  the  three  new  tax  laws 
were  put  into  effect  on  January  1,  1984.  Some  more  changes  are  expected  to 

Paper  presented  at  the  Twelfth  Japan-Indonesia  Conference,  Tokyo,  March  18-21,  1985,  spon- 
sored by  Centre  for  Strategic  and  International  Studies  (CSIS,  Jakarta),  and  Japan  Institute  of 
International  Affairs  (JIIA,  Tokyo).  Dr.  Anwar  Nasution  is  Lecturer  in  Monetary  Economics  at 
the  Faculty  of  Economics,  University  of  Indonesia. 
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come  shortly.  A  new  wealth  tax  law  and  a  set  of  industrial  and  trade  policies 
are  being  drawn  up  by  the  government. 

Those  changes  are  intended  to  create  a  sound  and  healthier  climate  in  the 
post-oil  era  and  to  allocate  economic  resources  more  efficiently  in  the  long 
run.  In  the  short  run,  however,  reallocation  creates  uncertainties  and  even 
hardships  for  some.  Because  of  a  decrease  in  the  availability  of  economic  re- 
sources and  the  process  of  structural  adjustments,  we  expect  a  slower  eco- 
nomic growth,  at  least,  in  the  near  future.  Recent  sectoral  growth  of  Indone- 
sia's GDP  is  shown  in  Table  1. 

The  organisation  of  this  paper  is  as  follows.  An  analysis  of  the  State  ■ 
Budget  of  the  1985/1986  fiscal  year  is  presented  in  the  next  section.  A  review 
of  monetary  policies  follows  thereafter  and  then  concluded  by  a  review  of  the 
balance  of  payments. 


THE  STATE  BUDGET  FOR  1985/1986 

The  State  Budget  for  the  1985/1986  fiscal  year  (Table  2)  seems  to  be  pur- 
posely designed. to  stimulate  the  domestic  economy,  by  boosting  aggregate  de- 
mand for  domestically  produced  goods  and  services.  This  is  accomplished  by 
using  a  larger  proportion  of  government  oil  revenues  to  finance  the  expansion 
of  its  routine  spending  as  well  as  by  enlargement  of  the  budget  spending  for 
labour  intensive  development  projects.  The  same  structure  of  the  budget  will 
increase  the  money  supply  as  well,  since  the  government  uses  more  of  its 
foreign  exchange  revenues  to  finance  its  rupiah  expenditures. 

For  the  first  time  in  recent  years,  the  routine  budget  in  the  next  fiscal  year 
will  be  higher  than  the  budget  for  development  expenditures.  Most  of  the  in- 
crease in  routine  spending  is  in  personnel  expenditure.  Starting  from  April 
1985,  basic  salaries  of  civil  servants  and  military  personnel  will  be  increased  by 
an  average  of  20  per  cent  to  compensate  for  the  real  decline  in  income  due  to 
inflation  since  the  last  adjustment  two  years  ago.  At  the  same  time,  public  ex- 
penditures in  labour  intensive  activities,  such  as  rural  infrastructure  and  social 
services,  will  continue  to  expand.  The  increase  in  civil  servants'  salaries  and 
expansion  of  labour  intensive  development  projects  are  expected  to  increase 
the  demand  for  wage  goods  and  other  domestically  produced  goods  and  ser- 
vices, such  as  cement,  timber,  and  other  construction  materials.  In  turn,  ex- 
pansion in  the  aggregate  demand  and  money  supply  may  contribute  to  reviving 
the  present  stagnant  manufacturing  sector. 

Government  receipts  from  corporate  tax  on  oil  and  from  foreign  aid  and 
loans  are  transfers  from  foreigners.  Oil  revenues  collected  from  domestically 
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Table  3 

QUARTERLY  INDEX  OF  MANUFACTURING  PRODUCTION  1981-1984 
(Quarterly  Average  1975:  188) 


ISIC 

Description 

Annual 

Annual 

1983 

1984 

1981 

1982 

I 

II 

III 

IV 

I 

II 

Consumer  Goods 

314828 

Clove  cigarettes 

179 

186 

175 

197 

288 

214 

285 

231 

314838 

Cigarettes  (white) 

124 

115 

114 

122 

118 

127 

118 

118 

32111 

Yarn  and  thread 

126 

121 

117 

113 

111 

117 

122 

127 

32112 

Wearing 

138 

132 

118 

118 

118 

129 

125 

125 

32114 

Batik 

99 

118 

184 

182 

118 

186 

122 

122 

32138 

Knitting 

89 

81 

77 

82 

83 

84 

84 

178 

32488 

Footwear 

123 

124 

124 

J.25 

126 

127 

126 

126 

Intermediate  Goods 

33113 

Plywood 

478 

424 

446 

439 

429 

439 

411 

374 

34  iy. 

Paper  products 

152 

152 

137 

154 

145 

189 

186 

182 

3S118 

Basic  chemical 

127 

138 

132 

123 

137 

136 

141 

159 

35128 

Fertilizer 

492 

496 

554 

564 

571 

552 

631 

788 

35218 

Paint,  etc. 

159 

168 

132 

148 

151 

156 

161 

165 

35232 

Matches 

189 

238 

324 

385 

272 

265 

388 

386 

35518 

Tyres  and  Tubes 

381 

294 

385 

311 

319 

267 

313 

385 

36218 

Glass  products 

257 

217 

223 

223 

223 

241 

242 

242 

36318 

Cement 

419 

415 

451 

475 

581 

484 

442 

37188 

Iron  and  Steel 

1248 

978 

1127 

1119 

1117 

1223 

1232 

1123 

Capital 

Goods 

38138 

Structural  metal 
products 

188 

196 

288 

195 

285 

285 

219 

288 

38312 

Dry  cell  battery 

231 

267 

341 

343 

285 

343 

388 

341 

38328 

Electronics 

348 

333 

338 

378 

378 

325 

319 

316 

38438 

Motor  vehicles 

255 

227 

286 

199 

225 

168 

177 

153 

38448 

Motor  cycles 

161 

187 

197 

'  111 

183 

111 

94 

115 

C«neral 

Ind«x 

213 

214 

216 

221 

224 

225 

239 

234 

Source:    Biro  Pusat  Statistik,  Monthly  Statistical  Bulletin,  December  1984 
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based  foreign  oil  companies,  for  example,  are  not  part  of  private  domestic 
resources  that  are  transferred  to  public  use.  They  are  part  of  foreign  income 
that  would  otherwise  have  been  repatriated  abroad.  When  the  government 
finances  the  deficit  in  the  domestic  part  of  its  budget  from  the  surplus  in  the 
foreign  component  of  the  budget  in  order  to  maintain  an  overall  balance,  this 
will  add  directly  to  the  domestic  aggregate  demand.  At  the  same  time  the 
money  supply  increases  because  of  the  monetisation  of  the  foreign  exchange 
receipts  required  to  finance  its  rupiah  expenditures. 

Expansion  of  aggregate  demand  and  the  money  supply  will  also  come 
about  when  the  government  disburses  its  undisbursed  development  budget 
from  the  last  three  fiscal  years  (SIAP).  The  undisbursed  funds  from  the  past 
budgets  (approximately  Rp3.5  trillions)  are  now  in  government  accounts  at 
Bank  Indonesia.  Spending  of  these  funds  will  increase  aggregate  demand,  base 
money  and  money  supply  as  well. 

The  combined  impact  of  the  expansion  in  aggregate  demand  and  money 
supply  on  inflation,  is  likely  to  be  small  during  the  next  fiscal  year.  This  is 
because  the  unused  capacity  of  the  manufacturing  sector  that  produces  wage 
goods  and  construction  materials  is  so  large,  due  to  slack  of  demand.  The 
quarterly  index  of  manufacturing  production  in  Table  3  shows  that  the  produc- 
tion of  important  substit-ution  industries  has  saturated  the  market  in  the  past 
three  years.  Production  of  rice  and  sugar  and  other  food  crops  (Table  4)  have 
also  been  exceptionally  high  in  the  last  three  consecutive  years,  due  to  the 
favourable  climatic  conditions.  Stocks  are  mounting  and  prices,  in  some 
regions,  are  declining  below  the  government's  floor  price.  As  a  result,  the 
farmers'  income  have  not  gained  much  from  the  increase  in  yields  of  their 
harvest. 

Distributional  Aspects  of  the  1985/1986  Budget 

Expansion  in  demand  for  wage  goods  and  in  public  expenditures  for  labour 
intensive  programmes  will  directly  improve  the  position  of  those  sectors  of  the 
population  which  have  lagged  behind  and  whose  standard  of  living  has  re- 
mained very  low.  Public  "services,  such  as  rural  infrastructure,  basic  education, 
health  services  and  other  social  programmes,  are  particularly  important  to 
these  groups.  On  the  revenue  side  of  the  budget,  however,  the  picture  is  quite 
different,  and  may  work  to  neutralise  those  benefits.  Since  most  of  the  in- 
crease in  non-oil  domestic  revenue  is  expected  from  taxes  on  goods  and  ser- 
vices and  taxes  on  international  trade,  the  share  of  the  tax  burden  borne  by  the 
poorer  part  of  the  population  will  be  increased. 

Revenue  from  the  value  added  tax  (VAT)  and  tax  on  luxury  goods  in  the 
next  fiscal  year  is  expected  to  increase  by  73.9  per  cent;  domestic  excise  taxes 


284 


THE  INDONESIAN  QUARTERLY,  XI1I/3 


by  32.4  per  cent,  and  other  taxes  by  27.9  per  cent.  About  one-third  of  the  VAT 
will  be  collected  from  VAT  on  domestically  consumed  oil  derivatives.  The 
main  sources  of  domestic  excise  taxes  are  cigarettes,  particularly  clove  ciga- 
rettes (kretek),  sugar,  alcohol  and  beverages.  Aside  from  paying  excises,  the 
last  three  commodities  are  also  subject  to  VAT. 

Data  from  Consumer  Expenditures  (Susenas  =  National  Social  Economic 
Survey)  show  that  among  the  lower  income  groups,  the  share  of  consumer  ex- 
penditures on  those  three  items  is  quite  large.  The  coefficient  of  demand 
elasticity  with  respect  to  the  price  of  those  goods  is  also  inelastic.  As  a  result, 
the  increase  in  the  taxation  on  goods  and  services  and  oh  international  trade  is 
not  only  regressive  but  will  also  reduce  the  welfare  of  those  population  due  to 
increasing  deadweight  loss  because  of  those  indirect  taxes. 

Another  source  of  potential  collision  between  the  State  Budget  and  the 
equity  objective  as  stated  in  the  Guidelines  of  State  Policy  (GBHN)  comes 
from  the  centralisation  of  government  procurement  as  directed  by  the  Pre- 
sidential Decisions  (Keppres)  Nr.  10  of  1980  and  Nr.  29  of  1984.  Centralisa- 
tion of  government  procurement  may  save  some  public  money.1  Nevertheless, 
this  eliminates  access  of  medium  and  small  private  enterprises  from  outside 
Jakarta  and  other  provincial  capitals,  to  government  procurements.  Cen- 
tralisation also  creates  new  bottlenecks  that  reduce-rhe  speed  of  disbursement 
of  the  government  budget. 

Whether  the  increase  in  basic  salaries  of  civil  servants  and  military  per- 
sonnel, which  among  others  are  financed  by  regressive  taxes,  will  lead  to  im- 
provement in  the  quality  of  public  services  to  the  poor  remains  to  be  seen. 

Uncertain  Government  Revenues 

There  are  at  least  two  sources  of  uncertainty  in  government  revenues  for 
the  next  fiscal  year.  The  first  source  is  related  to  external  developments,  par- 
ticularly the  recent  developments  in  the  international  oil  market.  This  creates 
an  uncertainty  about  the  volume  of  Indonesia's  oil  exports  as  well  as  its  price. 
The  second  is  related  to  revenue  collection  under  the  new  tax  system. 

Uncertain  Oil  Revenues 

Since  the  first  "oil  boom"  in  1973/1974,  Indonesia's  economy  has  been  too 
dependent  on  oil.  About  60  per  cent  to  two-thirds  of  the  domestic  government 
revenues  and  80  per  cent  of  Indonesia's  export  value  has  come  from  oil. 

'The  state-owned  enterprises  (including  sialc-owncd  banks)  arc  also  subject  to  centralisation  of 
government  procurement.  This  in  turn,  reduces  their  ability  to  compete  with  the  private  sector. 
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The  second  "oil  shock"  in  1979  which  was  followed  by  an  international 
economic  recession  in  1980-1982,  has  turned  the  "rosy"  picture  in  the  world 
oil  market  to  "gray."  Continued  increases  in  the  price  of  oil  in  the  seventies 
have  forced  consumers  to  conserve  their  energy  consumption  and  have  pushed 
the  development  of  alternative  sources  of  energy.  At  the  same  time,  high  prices 
have  created  incentives  for  producers,  OPEC  and  non-OPEC  alike,  to  increase 
oil  production,  including  the  exploitation  of  marginal  deposits.  Substantial 
differential  prices  between  heavy  and  light  crudes  have  created  incentives  for 
technological  progress  in  oil  refining  that  has  led  to  promotion  of  the  produc- 
tion of  gasoline  and  other  derivatives  from  heavier  crude.  This  has  resulted  in 
the  breakdown  of  the  price  differential  against  Indonesia's  light  crude. 

The  above  developments  in  the  international  market  have  led  to  a  reduc- 
tion in  the  production  quota  as  well  as  in  the  price  of  oil.  At  the  same  time,  the 
volume  of  oil  traded  in  the  spot  market  is  increasing.  All  of  these  factors  have 
changed  the  strategic  position  of  oil.  In  the  past,  consumers  bought  oil  on  the 
basis  of  long-term  contracts  at  official  prices,  and  stored  large  quantities  as  a 
precautionary  measure  against  shortages.  Today,  as  the  role  of  the  spot  market 
is  increasing,  where  oil  can  be  purchased  in  large  quantities  under  official 
prices,  oil  companies,  wholesalers  and  consumers  alike  have  tended  to  reduce 
their  inventories. 

As  stated  before,  the  above  developments  have  caused  uncertainties  as  to 
whether  or  not  Indonesia  can  reach  its  production  quota,  as  set  by  OPEC  at 
1,189  thousands  barrels  of  crude  oil  per  day,  and  at  the  same  time  maintain  its 
official  selling  price  at  US$28.53  per  barrel  (Minas  crude). 


Uncertain  Tax  Revenues 

The  new  tax  system  consists  of  three  Acts,  namely,  Act  Nr.  6  on  Tax  Ad- 
ministrative Procedures;  Act  Nr.  7  on  Income  Tax;  and  Act  Nr.  8  on  Value 
Added  Tax  (VAT).  All  of  these  laws  were  passed  on  December  31,  1983.  The 
first  two  Acts  came  into  effect  on  January  1,  1984.  The  Act  on  VAT  will  be  im- 
plemented starting  from  April  1,  1985.  The  new  system  is  much  simpler  than 
the  old  one  and  is  based  on  the  principle  of  self  assessment  and  is  intended  to 
improve  fiscal  and  economic  efficiency. 

The  new  tax  system  is  really  new  for  both  tax  administrators  as  well  as  for 
the  taxpayers.  It  will  take  time  for  all  of  them  to  learn  the  new  system  and 
comply  to  it.  In  the  past,  tax  revenues  were  collected  based  on  a  target  system, 
as  with  a  traditional  "tax  farming"  system.  Under  this  system,  each  year, 
when  the  government  prepares  its  forthcoming  budget,  it  sets  a  target  for  tax 
revenues  to  be  collected  by  the  Directorate  General  of  Taxes.  The  target  was 
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allocated  from  the  top  down  to  lower  tax  administrative  units  and  was  not 
necessarily  related  to  the  ability  of  the  taxpayers  to  pay,  or  to  the  economic 
conditions  of  particular  regions.  Local  tax  collectors,  then,  assessed  tax  pay- 
ments through  a  process  of  negotiations  with  taxpayers.  In  1983,  the  number 
of  taxpayers  was  only  around  600-700  thousands  out  of  a  population  of  162 
millions. 

The  VAT  replaces  most  of  the  sales  and  excise  taxes.  In  theory,  VAT  im- 
proves both  fiscal  and  economic  efficiency  since  it  takes  only  a  portion  of  the 
value  added  at  each  stage  of  production.  The  VAT  contains  built-in  or  self 
policing  measures  since  false  accounting  of  sales  by  under-invoicing  should  be 
objected  by  the  buyers  whose  tax  liability  would  be  increased  by  such  an  ac- 
tion. 

The  new  income  tax  law  replaces  the  old  corporation  and  personal  income 
tax  laws.  The  new  law  is  much  simpler  and  easier  to  enforce  than  the  old  ones. 
Exemptions  are  raised  to  more  realistic  levels,  namely,  Rp960  thousand  for 
each  taxpayer  and  an  additional  Rp480  thousand  for  a  married  taxpayer,  Rp960 
thousand  for  a  working  spouse  and  Rp480  thousand  for  each  child.  The 
number  of  dependents,  however,  aside  from  one  spouse,  is  restricted  to  three. 
Under  the  new  income  tax  law,  there  are  only  three  tax  rates.  Taxable  income 
up  to  RplO  million  is  subject  to  a  15  per  cent  rate,  the  income  bracket  between 
RplO  to  Rp50  millions  is  taxed  at  25  per  cent,  and  above  Rp50  millions  at  35  per 
cent.  At  these  rates,  tax  evasion  and  corruption  will  not  be  attractive  compared 
to  the  cost  of  being  caught,  prosecuted,  and  fined. 

Under  the  old  tax  system,  historical  tax  elasticity  in  Indonesia  was  around 
unity.  This  meant  that  the  rate  of  growth  of  tax  revenue  was  more  or  less 
equivalent  to  the  rate  of  growth  in  nominal  GDP.  If,  for  example,  the  inflation 
rate  and  the  real  rate  of  growth  in  GDP  were  10  and  5  per  cent  respectively, 
then  the  rate  of  growth  in  tax  revenues  would  be  around  15  per  cent.  However, 
the  budget  predicts  an  increase  of  25  per  cent  in  the  income  tax  for  the  next 
fiscal  year.  The  other  10  per  cent  increase,  must  then  be  expected  from  im- 
provements in  the  tax  administration.  About  one-third  of  the  revenue  from 
VAT  is  expected  to  be  derived  from  VAT  on  domestic  consumption  of  oil 
related  products.  Its  collection  is  much  easier  then  the  collection  of  VAT  on 
non-oil  commodities  since  the  former  is  collected  from  PN  Pertamina,  the 
slate  oil  company. 

With  the  poor  data  base  on  taxpayers,  inefficient  tax  administration,  un- 
derdeveloped legal  and  accounting  system,  and  a  general  reluctance  of  people 
to  pay  taxes  since  they  were  not  being  used  to  in  the  past,  the  revenue  targets 
in  the  next  fiscal  year  seem  to  be  too  high.  Even  though  the  number  of  re- 
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gistered  taxpayers  has  increased  to  around  1  million  recently,  due  to  the  tax 
pardon  facility,  many  of  these  are  civil  servants  for  whom  registration  is  com- 
pulsory. Those  factors  help  explain  why  the  Indonesian  tax  system  has  been  so 
inflexible  in  raising  the  needed  government  revenues  to  finance  expenditures. 

The  present  (old)  wealth  tax  cover  a  broad  range  of  tax  objects,  ranging 
from  dwellings  to  tape  recorders,  refrigerators,  paintings,  and  jewelry.  Be- 
cause of  its  "greediness,"  it  seems  to  be  difficult  to  administer  and  too  easily 
avoided  or  evaded.  The  tax  administration  does  not  have  sufficient  personnel 
to  search  every  household  and  adequately  assess  tax  liability.  A  replacement  for 
the  present  wealth  tax  will  be  proposed  to  Parliament  in  the  near  future. 

Government  Expenditures 

Aside  from  its  expansionary  effects  on  the  domestic  aggregate  demand  and 
money  supply,  there  are  some  other  interesting  features  of  the  next  year  State 
Budget.  Foreign  debt  repayments  in  the  1985/1986  fiscal  year  are  expected  to 
be  higher  than  before.  The  allocated  budget  for  foreign  debt  repayment  in  the 
coming  fiscal  year  is  expected  to  reach  81  per  cent  of  the  prospective  govern- 
ment new  capital  inflow,  or  about  47  per  cent  of  its  budgeted  domestic  non-oil 
revenues. 

The  budget  also  reflects  the  changes  in  government  pricing  policies,  par- 
ticularly on  some  basic  commodities  such  as  oil  products,  fertilizers,  rice  and 
sugar.  Even  though  the  government  still  subsidises  the  consumption  of  oil  in 
the  domestic  market,  the  domestic  prices  of  some  oil  products  are  much  higher 
than  the  same  products  in  the  world  market.  The  price  differential  is  partly  due 
to  the  cross  subsidising  and  partly  to  inefficiencies  in  PN  Pertamina. 

Subsidies  on  fertilizers  are  expected  to  decline  by  21.6  per  cent  compared  to 
the  figure  for  the  1984/1985  budget.  The  official  selling  price  of  urea,  for  ex- 
ample, is  expected  to  increase  by  RplO  per  kilogram.  At  the  same  time,  the 
floor  price  of  paddy  is  expected  to  increase  by  the  same  amount.  Because  the 
rate  of  growth  in  the  price  of  fertilizers  is  much  faster  than  that  of  paddy,  the 
barter  terms  of  trade  between  the  two  commodities  will  be  declining  against 
paddy.  The  message  of  this  is  clear,  that  is,  it  will  reduce  incentives  for  farmers 
to  grow  rice.  By  doing  so,  the  government  seems  to  be  deliberately  en- 
couraging farmers  to  reduce  their  costs  of  paddy  production,  to  increase  the 
quality  of  rice  processing,  or  to  grow  crops  other  than  paddy. 

Exceptionally  high  rice  production  in  the  last  three  consecutive  years  have 
also  created  problems  for  the  National  Logistic  Agency  (Bulog).  Rice  produc- 
tion in  1984  was  25.5  million  tons  compared  to  23.9  million  tons  in  1983  and 
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23.2  million  tons  in  1982.  Production  in  1985  is  expected  to  be  even  higher 
than  last  year. 

Financial  costs  for  Bulog  to  hold  an  ever  increasing  stock  of  rice  and  sugar 
have  become  higher  and  higher.  As  of  February  1985,  Bulog  held  2.5  million 
tons  of  milled  rice  equivalent.  It  can  only  export  rice  and  sugar  at  a  loss  since 
domestic  costs  of  production  are  much  higher  than  international  prices.  To 
reduce  its  burden  Bulog  has  reduced  its  imports  and  set  higher  quality 
standards  for  its  domestic  procurements  of  rice  and  sugar. 

Reduction  in  government  capital  participation  or  expansion  of  government 
equity  at  state  owned  enterprises.is,  hopefully,  a  first  step  toward  privatisation 
of  the  economy.  The  reduction  in  the  availability  of  economic  resources  has 
forced  the  government  to  concentrate  its  investment  outlays  for  the  provision 
of  the  economic  and  social  infrastructures  rather  than  for  expansion  in  the 
state  owned  enterprises  to  produce  private  goods. 

MONETARY  POLICY 

The  second  ongoing  structural  change  in  Indonesia  at  the  moment  is  in  the 
reform  of  its  banking  system  which  is  the  core  of  her  financial  system.  The 
centre  piece  of  the  banking  system  is  the  state-owned  banking  system.  About 
80  per  cent  of  the  assets  and  credit  of  the  banking  system  is  owned  and  pro- 
vided by  the  state-owned  banks  including  Bank  Indonesia.  The  network  of 
branch  offices  is  also  dominated  by  the  seven  state-owned  banks. 

Prior  to  June  1,  1983,  the  financial  system  had  been  repressed  at  least  for 
a  decade,  particularly  since  April,  1974.  To  control  the  increase  in  money  sup- 
ply due  to  continued  monetisation  of  oil  money  by  the  government,  Bank  In- 
donesia set  credit  ceilings  for  each  bank.  At  the  same  time,  it  allocated  credits 
by  a  selective  system  with  subsidised  interest  rates.  Aside  from  giving  credits 
directly  to  economic  units,  Bank  Indonesia  also  provided  liquidity  credits  for 
financing  in  a  broad  range  of  priority  sectors,  and  assumed  some  of  the  default 
risks  of  the  credits.  Since  most  of  the  priority  credits  were  channelled  by  the 
state-owned  banks,  the  credit  system  became  one  of  the  means  to  protect  state- 
owned  banks  from  competition  with  private  banks. 

The  banking  liberalisation  of  June  1,  1983  turned  these  monetary  policies 
upside  down.  State-owned  banks  were  forced  to  mobilise  their  own  funds  be- 
fore they  could  extend  credits  and  make  investments.  Liquidity  credits  from 
Bank  Indonesia  were  no  longer  available,  except  for  a  few  rural  credit  pro- 
grammes. Each  bank  was  thus  free  to  determine  its  own  deposit  and  lending 
rates. 
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The  reform  has  changed  the  role  of  Bank  Indonesia  as  well.  Its  activities 
now  reflect  more  of  the  true  operation  of  a  central  bank.  It  has  significantly 
reduced  its  role  as  a  provider  of  credits  directly  to  economic  units,  particularly 
credits  for  state-owned  enterprises  and  quasi  government  institutions  such  as 
Bulog.  It  has  also  resulted  in  Bank  Indonesia  refraining  from  intervention  in 
the  day  to  day  operations  of  state-owned  banks. 

The  results  of  the  banking  reform  are  clearly  evident  in  Table  5.  The  rates 
of  growth  in  money  supply  and  in  the  price  level  fell  sharply,  while  the  income 
velocity  of  money  and  interest  rates  suddenly  increased.  The  increase  in  in- 
terest rates  is  also  related  to  the  high  international  interest  rate  and  the  ap- 
preciation of  the  US  dollar.  Had  the  interest  rate  remained  low,  it  would  have 
caused  a  capital  outflow.  The  average  lending  rate  at  state-owned  banks 
jumped  from  a  15  per  cent  level  in  early  1983  to  26  per  cent  in  September  1984, 
and  then  declined  gradually  to  the  present  24  per  cent. 

The  exceptionally  high  interest  rate  in  August-September  1984  was  partly 
due  to  the  high  capital  outflow  and  the  other  part  was  due  to  Bank  Indonesia's 
policy.  Rapid  depreciation  of  the  rupiah  in  July  to  September  of  that  year  trig- 
gered people's  expectation  of  a  devaluation  of  that  currency,  which  in  turn 
caused  them  to  change  their  portfolio  from  rupiah  to  foreign  exchange.  At  the 
same  time,  Bank  Indonesia  withdrew  its  liquidity  credit  from  state-owned 
banks  and  sold  certificates  (Sertifikal  Bank  Indonesia  or  SBI)  to  reduce  the 
rate  of  growth  in  money  supply.  These,  together  with  higher  costs  of  funds 
and  slower  credit  repayments  from  the  business  sector  due  to  the  economic 
recession,  have  drained  the  banks'  rupiah  liquidity.  The  liquidity  problems 
have  pushed  the  interbanks  lending  rate  up  to  90  per  cent  in  September,  1984. 
As  a  temporary  measure  Bank  Indonesia  has  actually  opened  its  special  dis- 
count window  as  an  emergency  credit  facility  from  early  February  of  that  year. 
However,  banks  were  reluctant  to  use  the  discount  facility  as  they  wanted  to 
avoid  punishment  from  Bank  Indonesia  and  to  prevent  loss  of  confidence 
from  their  customers. 

To  reduce  the  interest  rate  to  a  more  reasonable  level,  in  September  1984, 
Bank  Indonesia  set  the  limit  for  bank  borrowing  from  the  interbank  market  to 
a  maximum  of  7.5  per  cent  of  its  mobilised  funds  and  at  the  same  time  relaxed 
requirements  to  use  its  discount  facility.  These  policies  helped  reduce  the  inter- 
bank rate  to  the  present  average  of  12  per  cent  level  which  is  comparable  to  the 
interbank  rate  in  the  international  money  market.  Another  monetary  instru- 
ment were  introduced  last  February,  namely,  a  rediscounting  facility  for  com- 
mercial papers  issued  by  business  firms  and  banks  (Sural  Berharga  Pasar  Uang 
or  SBPU).  As  of  now,  the  facility  is  quite  complicated  and  Bank  Indonesia 
restricts  its  purchase  to  promissory  notes  that  have  been  endorsed  by  banks 
and  NBFIs. 
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The  sharp  increase  in  the  interest  rate  has  widely  affected  the  business  sec- 
tor since  it  was  used  in  the  past  to  enjoying  a  low  interest  rate  as  well  as  a  small 
capital  requirement  for  obtaining  credits  from  state-owned  banks.  The  in- 
crease in  the  interest  rate  has  directly  affected  the  feasibility  of  business  ven- 
tures. It  sharply  increased  the  interest  burden  for  inventory  and  for  companies 
which  had  a  high  debt  equity  ratio.  All  of  these  liquidity  problems  must  have 
some  impact  on  the  level  of  business  investments  and  their  future  rate  of 
growth. 

At  least  in  the  short  run,  the  interest  rate  is  expected  to  remain  high  in  In- 
donesia. There  is  no  sign  yet  for  a  let  up  of  "crowding  out"  in  the  international 
financial  market.  The  same  holds  true  for  the  appreciation  of  the  US  dollar.  At 
home,  a  reduction  in  exports  and  capital  inflows  will  reduce  the  foreign  com- 
ponent of  Indonesia's  monetary  base,  the  rate  of  growth  in  money  supply,  and 
the  supply  of  banks'  loanable  funds.  It  also  will  take  time  for  state-owned 
banks  to  readjust  themselves  to  the  present  competitive  era  in  order  to  reduce 
their  administrative  costs  as  well  as  the  risks  involved  in  extending  credits. 
These  two  costs  and  the  costs  of  funds  are  the  components  of  the  bank 
lending  rate. 

It  will  also  take  time  for  the  state-owned  banks  to  readjust  internally  in 
order  to  mobilise  higher  domestic  savings.  Aside  from  offering  high  interest 
rates  for  savings  deposits,  banks  must  also  reach  the  savers  and  improve  the 
quality  of  their  services.  For  those  who  are  ignorant  about  the  advantages, 
purposes,  and  functions  of  banks  and  the  banking  system,  banks  must  do 
some  campaigning. 

THE  BALANCE  OF  PAYMENTS 

Indonesia's  balance  of  payments  reached  its  peak  in  the  fiscal  year  of 
1981/1982,  after  the  second  "oil  boom"  in  1979  (Table  6).  The  oil  glut  and  in- 
ternational economic  recession  of  1980-1982  started  to  affect  Indonesia's 
economy  in  1982.  Export  revenues  from  oil  and  gas  have  continuously  de- 
clined since  then.  On  the  other  hand,  exports  of  nOn-oil  recovered  in 
1983/1984,  thanks  to  the' economic  recovery  in  the  industrialised  countries. 
However,  the  increases  in  the  value  of  non-oil  exports  have  not  made  up  for 
the  losses  in  the  export  value  of  oil. 

On  the  other  hand,  imports  reached  a  peak  in  1982/1983.  The  govern- 
ment's decision  to  rephase  its  large  foreign  exchange  intensive  projects,  the 
unusually  good  harvests  of  paddy  and  sugar  since  1983,  and  a  slowdown  in 
some  import  substitution  manufacturing  sectors,  have  contributed  to  the 
reduction  in  imports.  Services  have  remained  high  even  though  they  have  de- 
clined from  a  peak  in  the  fiscal  year  of  1981/1982. 
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In  its  recent  history,  the  current  account  of  Indonesia's  balance  of  pay- 
ments has  always  been  negative,  except  in  the  fiscal  years  of  1979/1980  and 
1980/1981.  This  means  that  it  was  only  in  those  two  years  that  the  values  of  ex- 
ports were  above  the  values  of  imports  and  services.  Deficit  in  the  current  ac- 
counts for  the  fiscal  year  of  1984/1985  is  expected  to  be  reduced  to  half  of  the 
deficit  in  1982/1983.  Capital  inflows  financed  a  total  of  US$3,246  millions  of 
that  deficit  but  larger  debt  repayments  cancelled  out  US$1,509  millions  of  that 
inflow.  Thanks  to  the  conservative  policy  of  the  government  on  foreign  bor- 
rowings; about  75  per  cent  of  the  government  foreign  borrowings  come  from 
official  development  assistance  and  from  other  non-commercial  sources.  Some 
of  the  errors  and  omissions  are  non-recorded  capital  flows.  In  the  last  two 
years,  the  errors  and  omissions  have  been  positive,  after  they  had  been 
negative  for  six  consecutive  years  in  a  row  prior  to'  1983/1984.  This  is  a  good 
sign  since  in  the  last  two  years  capital  inflows  exceeded  capital  outflows. 

Government  borrowings  rose  from  US$2.6  billions  in  fiscal  year  1980/1981 
to  US$5.7  billions  in  1983/1984.  Cash  loans  during  the  last  fiscal  year  totalled 
US$1.7  billions  and  were  utilised  for  financing  projects  not  funded  by  soft 
loans  or  export  credits  and  for  strengthening  foreign  exchange  reserves.  At  the 
end  of  the  fiscal  year,  the  balance  of  payments  was  turned  from  an  adverse 
US$3.2  billions  in  1982/1983  to  a  positive  US$2.07  billions  in  1983/1984;  and 
is  expected  to  reach  US$0,643  billion  by  the  end  of  the  current  1984/1985  fiscal 
year. 

In  his  speech  to  the  annual  dinner  for  the  banking  community  in  mid- 
January  early  this  year,  the  Governor  of  Bank  Indonesia  announced  that  In- 
donesia's foreign  exchange  reserves  had  increased  to  US$5,751  billions  from 
US$3  billions  at  the  time  of  last  devaluation  (March  30,  1983).  By  the  end  of 
December,  1984  foreign  exchange  banks  held  US$4.3  billions  of  reserves, 
bringing  a  total  of  foreign  exchange  holdings  of  the  banking  system  to  around 
US$10  billions,  or  about  eight  months  of  gross  imports. 

As  of  March  2,  1985,  the  central  exchange  rate  for  the  US  dollar  at  Bank 
Indonesia  has  reached  Rpl.096,  a  further  13  per  cent  depreciation  against  that 
currency  since  the  27.5  per  cent  devaluation  on  March  30,  1983.  Since  then,  the 
rupiah  has  been  more  "cleanly"  pegged  to  a  basket  of  currencies  of  In- 
donesia's trading  partners.  The  currency  composition  of  the  basket  and  their 
weights  are  never  disclosed  by  the  government.  However,  the  US  dollar  must 
carry  a  significant  weight  in  the  basket  since  when  the  US  dollar  appreciates 
against  other  currencies,  the  rupiah  also  appreciates  against  them,  albeit  at  a 
slower  rate.  By  pegging  the  rupiah  to  a  standard  basket  of  currencies^  the 
variance  of  Indonesia's  real  exchange  rate  is  reduced  and  the  impact  of  exter- 
nal terms  of  trade  on  domestic  inflation  is  moderated. 
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To  promote  the  export  of  non-oil  products,  the  next  immediate  agenda  for 
the  government  is  to  reshape  its  industrial  and  trade  policies.  To  challenge  in- 
ternational competition,  the  economy  should  be  encouraged  to  exploit  In- 
donesia's comparative  advantages.  Some  of  the  obstacles  for  this  are  the 
government's  protection  and  licencing  system,  as  well  as  other  government 
regulations  and  controls.  The  business  sector  must  make  their  contribution  as 
well;  to  reduce  cost,  to  improve  the  quality  of  domestic  production,  and  to 
penetrate  international  markets. 

Positive  signs  toward  more  liberal  industrial  and  trade  policies  are  already 
being  given  by  the  government.  The  Minister  of  Transportation  has  announced 
his  plan  to  simplify  ports  handling  procedures  to  reduce  harbour  costs.  The 
Minister  of  Finance  is  planning  to  simplify  customs  procedures,  to  gradually 
eliminate  export  subsidies,  and  to  restructure  the  tariff  and  other  protective 
systems.  Those  changes  are  going  to  be  implemented  as  early  as  April  1985, 
next  month.  Forces  who  favour  and  who  desire  to  expand  the  present  import 
substitution  industries  remain  strong  in  the  government.  The  same  holds  true 
for  pressure  from  groups  of  rent  seekers  from  outside  the  government.  But, 
with  the  deterioration  in  the  international  oil  market  and  in  the  reduction  in 
the  foreign  capital  inflow,  there  is  no  other  option  than  to  expand  Indonesia's 
capacity  to  export  products  other  than  oil  and  natural  gas,  if  the  government  is 
really  serious  to  maintain  the  momentum  of  economic  development. 


Development  of  Financial  Instruments: 

The  Indonesian  Experience 


A.R.  SOEHOED 


INTRODUCTION 

There  is  undoubtedly  an  increasing  need  for  capital  in  the  years  to  come, 
particularly  in  the  developing  countries  and  the  NIC's  of  the  Western  Pacific 
Rim. 

With  progress  achieved  in  the  past  decades,  industrial  development  within 
these  countries  is  now  expanding  into  upstream  and  basic  operations,  large  ex- 
tractive industries,  and  in  some  countries  even  into  high-technology.  The  de- 
mand for  capital  for  the  region  will  not  only  increase  as  a  whole,  but  in  many 
cases  may  involve  very  large  amounts  for  single  projects  with  the  attendant 
higher  risks  involved. 

Obviously,  to  raise  these  funds,  regional  integration  of  capital  markets  will 
become  a  necessity  as  a  means  for  distributing  risks  among  savers  and  in- 
vestors. 

Bank  financing  will  play  a  more  important  role.  Although  this  integration 
materialises  and  bank  financing  becomes  more  readily  available,  there  will  as 
yet  be  instances  where  this  source  is  not  accessible  due  to  various  constraints 
and  limitations  within  various  countries,  inhibiting  the  full  utilisation  of 
those  facilities. 

National  perceptions  and  basic  policy  principles  as  well  as  domestic  social 
conditions  are  some  of  the  factors  which  hamper  the  smooth  inflow  of  capital. 


Paper  presented  a!  the  Pacific  Economic  Co-operaiion  Conference  (PECC)  Task  Force 
Workshop  on  Capital  Flows,  Makaha  Hawaii,  October  11-12,  1984.  A.R.  Sochoed  is  Former 
Minister  of  Industry,  and  Member  of  the  Supreme  Advisory  Council. 
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USE  OF  EXTERNAL  CAPITAL 

This  situation  is  very  much  reflected  in  the  ambiguous  attitude  towards 
foreign  private  investment,  contrary  to  political  statements  which  strongly  in- 
dicate the  need  for  greater  capital  inflows,  including  foreign  private  invest- 
ment. 

There  are  some  valid  reasons  for  this  underlying  apprehension.  Nevertheless 
there  is  definitely  a  genuine  desire  to  create  a  situation  which  is  sufficiently 
stable  and  conducive  to  attract  foreign  investment  and  to  gain  creditworthiness 
from  financial  institutions. 

Judging  from  the  growth  rates  of  East  and  Southeast  Asia  over  the  past 
decade,  one  gets  the  impression  that  somehow  these  constraints  were  surmoun- 
table in  one  way  or  the  other. 

Indonesia  is  probably  one  of  the  countries  where  nationalistic  aspirations 
are  quite  high  but  at  times  not  very  concordant  with  economic  realities.  Never- 
theless, progress  achieved  in  the  past  fifteen  years  has  been  significant  and 
many  of  the  conflicting  situations  were  successfully  by-passed  or  circumvented 
by  innovative  company  and  capital  structures. 

After  the  pre-1965  period  of  economic  chaos,  Indonesia  has  maintained  a 
very  conservative  and  in  the  eyes  of  industrialists,  a  too  stringent  monetary 
policy. 

Available  soft-term  loans  were  utilised  only  for  infrastructure  and  social 
development. 

To  complement  bilateral  concessionary  and  other  soft  loans  from  interna- 
tional financial  institutions,  a  Foreign  Capital  Investment  Law  was  enacted  in 
1967,  offering  very  attractive  incentives  to  foreign  investors. 

However,  although  tax-incentives  were  quite  lavish,  foreign  investments 
--  even  under  a  joint-venture  arrangement  --  were  barred  from  access  to 
domestic  funds  from  the  state-banks,  which  handle  most  of  the  bank  financing 
in  Indonesia. 

Foreign  direct  investments,  therefore,  have  to  turn  to  private  national 
banks  or  to  foreign  banks  which  have  their  branches  in  Indonesia.  Some  joint- 
ventures  have  turned  to  overseas  banks  through  their  local  representative  of- 
fices. 
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Most  of  these  loans  are  not  guarenteed  by  the  Indonesian  Government,  the 
only  guarentee  being  the  free  remittance  of  repatriating  capital,  loan  payments 
and  dividends.  However  the  proximity  of  the  a  bank's  representative  office  to 
the  project,  and  the  knowledge  of  local  conditions  also  constitute  some  form 
of  guarantee. 

Other  guarantees  involve  a  number  of  bilateral  or  multilateral  ar- 
rangements, like  the  Investment  -  Guarantee  Agreements  which  Indonesia  has 
signed  with  a  number  of  countries,  and  the  Convention  on  the  Settlement  of 
Investment  Disputes  between  states  and  nationals  of  other  states,  under  the 
aegis  of  the  World  Bank. 

Local  partners  sometimes  have  to  resort  to  borrowing  for  their  participa- 
tion from  their  foreign  partner,  to  be  paid  off  through  dividends. 

Domestic  investments  which  are  new  investments  and  without  any  foreign 
equity  participation,  approved  under  a  Domestic  Investment  Law,  enacted  in 
1968,  enjoy  the  facilities  of  the  Investment  Credit  Scheme,  whereby  state 
banks  are  allowed  to  lend  up  to  75  per  cent  of  the  needed  investment  capital. 
In  terms  of  tax-incentives  the  Domestic  Investment  Law  does  not  differ  very 
much  from  the  Foreign  Capital  Investment  Law. 

With  the  progressive  entry  of  new  foreign  and  domestic  investments, 
political  pressures  have  compelled  the  Indonesian  Government  to  reduce 
somewhat  the  incentives  offered  under  the  original  acts  and  to  render  greater 
preferences  to  domestic  enterprises  and  investments. 

In  addition  to  the  issuance  of  priority  lists  for  preferred  investments,  the 
Government  issues  negative  lists  which  spell  out  those  sectors  where  foreign 
equity  participation  is  prohibited. 

Higher  oil  prices,  encouraging  agricultural  performance,  and  continued 
political  stability  made  Indonesia  a  very  attractive  area  for  new  investments, 
notwithstanding  the  various  hurdles  and  limitations. 

DEVELOPMENT  OF  FINANCIAL  INSTRUMENTS 

This  situation  has  led  to  the  creation  of  a  variety  of  capital  structures  and 
financing  instruments.  This  suggests  that  even  under  increased  economic  na- 
tionalism in  developing  countries,  foreign  banks  still  can  play  an  important 
role,  probably  not  so  much  as  provider  of  loan  capital  only,  but  in  chanelling 
capital  from  source  to  user  and  vice-versa,  and  in  the  process  provide  the 
necessary  security. 
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In  the  seventies,  capitalising  on  a  bullish  situation  for  new  investments  in 
Indonesia,  two  Japanese  ventures  were  able  to  float  shares  in  the  European 
stock  market,  underwritten  by  a  Japanese  bank,  which  has  an  establishment  in 
Switzerland.  Some  provisions  were  incorporated  in  the  value  of  the  shares  as  a 
sweetener  and  the  exercise  turned  out  to  be  very  successful.  This  pattern  was 
followed  by  a  number  of  other  ventures  which  likewise  floated  shares  in  Hong 
Kong  as  well  as  in  Europe. 

In  essence  these  investments  are  portfolio  investments  channeled  through 
an  operating  investment  company,  although  portfolio  investments  in  Jakarta 
do  not  yet  have  legal  acceptance.  The  merits  of  portfolio  investment  have  been 
discussed  on  various  occasions  in  Indonesia  without  any  positive  conclusion. 
Some  circles  are  of  the  opinion  that  offering  of  a  portion  of  shares  of  succesful 
public  or  state-owned  enterprises  at  overseas  stock  markets  could  channel 
much  needed  foreign  exchange  into  the  country  to  finance  other  operations 
without  losing  control  over  them.  For  the  state  enterprises  themselves,  which 
are  mainly  basic  industries,  these  liquid  funds  could  open  a  venue  for  forward 
or  backward  integration  to  increase  the  manufacturing  added  value  in  the  par- 
ticular product  line.  Thus  far,  however,  fear  of  a  decreased  control  over  the 
state-owned  enterprises  is  still  too  dominant. 

Domestically,  the  Indonesian  Government  has  already  applied  financing 
through  the  issuance  of  bonds,  a.o.  for  infrastructural  projects  of  a  vital 
nature.  These  bonds  are  underwritten  by  a  National  Trust  Fund. 

The  preferential  treatment  rendered  to  domestic  investments  has  urged 
foreign  investors  to  invest  in  these  domestic  companies  through  a  trustee.  This, 
of  course,  requires  a  certain  relationship  between  the  investor  and  the  trustee. 
This  system  of  investing  indirectly  in  a  domestic  investment  project  has  be- 
come more  sophisticated  over  the  years.  A  domestic  investor  may  need  pro- 
duction equipment  for  which  some  loans  are  necessary.  An  overseas  investor 
provides  the  loans  in  kind,  viz.  in  plant  equipment.  While  accepting  this  loan 
at  the  same  time  the  borrower  signs  a  management  -  agreement  with  the 
lender,  which  gives  the  lender  the  right  to  manage  the  plant  until  the  loan  has 
been  paid-off  in  accordance  to  a  certain  repayment  schedule.  After  the  loan 
has  been  paid-off  there  is  still  a  possibility  for  a  continuation  of  the  manage- 
ment contract,  on  a  straightforward  basis,  rendering  the  overseas  partner  fees 
instead  of  dividends. 

A  slightly  tighter  type  of  the  structure  mentioned  above  is  a  so-called  lease- 
management  arrangement,  whereby  the  lender  financed  the  whole  project  and 
the  plant  becomes  property  of  the  owner  right  away  when  completed.  At  the 
same  time  the  property  is  leased  to  the  creditor  on  the  basis  of  an  agreed  gross- 
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profit  sharing,  for  a  period  in  which  the  creditor  can  be  expected  to  be  able  to 
retrieve  his  full  investment  including  interest  and  a  reasonable  return;  this 
period  is  computed  on  a  mutually  agreed  loss  and  profit  projection. 

The  latter  pattern  is  usually  applied  to  projects  which  can  rely  on  a  reason- 
ably captive  market.  Among  others,  this  arrangement  was  applied  for  the 
establishment  of  a  Satellite  Tracking  Station  for  the  Indonesian  domestic 
satellite  communications  system,  which  has  been  fully  paid-off  in  seven  and  a 
half  years.  Some  hotels  have  also  been  financed  in  this  way. 

The  merit  of  above  mentioned  structures  is  that  the  domestic  investment 
can  have  access  to  domestic  as  well  as  overseas  loans,  while  the  foreign  party 
obtains  a  better  control  of  his  loan  instead  of  relying  on  a  trustee. 

In  the  midst  of  the  oil  boom  the  Indonesian  Government  invested  directly 
in  a  lot  of  upstream  and  basic  industries  to  boost  industrial  development  and 
to  strengthen  the  national  industrial  structure.  Although  equity  was  provided 
fully  by  the  Government  the  majority  of  the  loan  money  usually  has  to  be 
mobilised  from  abroad.  Payment  of  this  loan  was  in  one  of  two  cases  arranged 
on  a  huv-huck  agreements  of  the  produce  of  the  plant.  It  may  even  be  plausible 
to  involve  in  this  buy-back  arrangement  a  third  country  which  is  in  need  of  the 
same  product.  Banks  can  be  useful  intermediaries  in  this  tri-partite  arrange- 
ment. 

In  another  country  within  the  region  there  was  the  case  of  foreign  par- 
ticipation in  an  extractive  operation,  where  the  partners  receive  their  share  of 
the  proceeds  in  kind,  with  an  option  for  the  product  to  be  sold  on  behalf  of  the 
respective  partners. 

A  problem  which  foreign  investors  also  has  to  face  is  the  required  Indone- 
sianisation  process,  in  which  after  a  certain  period  of  commercial  operation 
the  Indonesian  partner  or  partners  should  have  a  majority  holding  over  the 
foreign  partner.  Since  the  local  partner  is  often  very  short  in  equity  and  has  no 
access  to  sources  of  equity  this  policy  was  rather  difficult  to  implement. 

Sometimes  a  non-bank  financial  institution  is  requested  to  tdke-up  the 
balance  of  shares  to  make-up  for  the  Indonesian  majority;  these  shares  can 
later  be  bought  back  by  the  Indonesian  partner  or  other  Indonesians,  which 
means  some  breathing  time  for  the  Indonesian  side  before  entering  majority 
position. 

Presently,  another  way-out  is  to  require  the  particular  company  to  go 
public  by  selling  a  portion  of  its  shares  at  the  stock  exchange,  for  which  the 
company  will  enjoy  some  tax-incentive.  These  shares  are  guaranteed  by  a 
State-owned  Trust  Company. 
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Since  the  primary  objective  of  this  stock  exchange  at  present  is  mainly  to 
achieve  a  broader  ownership  base  on  big  operations  to  accomodate  a  quite  sen- 
sitive social  political  objective  of  equitable  distribution  of  the  gains  of  de- 
velopment, this  objective  actually  has  hampered  the  stock  exchange  to  become 
a  full-fledged  one.  Trade  remains  a  primary  one  and  no  secondary  market  has 
as  yet  developed. 

The  Indonesian  Government  at  one  time  was  offered  shares  by  a  foreign 
company,  which  by  contract  was  required  to  sell  a  portion  of  its  shares  within 
a  specified  period  to  Indonesians.  Since  this  constitutes  rather  large  amounts 
in  share  value,  the  Indonesian  Government  was  obviously  the  only  potential 
buyer. 

The  matter  was  solved  by  a  purchase  of  a  certain  portion  of  the  shares  by 
the  Government  to  be  paid  by  future  taxes,  which  will  be  waived  in  exchange 
for  these  shares.  During  the  period  of  payment,  which  was  approximately 
three  to  four  years  the  deal  was  secured  by  the  issuance  of  promissory  notes  by 
the  Indonesian  Central  Bank. 

Elsewhere  in  the  region  an  interesting  structure  was  established  by  a  foreign 
company  required  to  make  provisions  for  local  participation  up  to  majority 
within  a  specified  period. 

The  foreign  company  paid-up  its  own  portion  of  shares  to  the  amount 
which  would  have  been  the  level  of  equity  holding  when  local  majority  was  to 
be  reached.  The  portion  of  shares  to  be  reserved  for  local  participation  was 
also  brought  in  by  the  foreign  company,  but  as  a  subordinated  loan  to  the 
company,  which  in  exchange  issued  debentures  for  this  particular  loan. 

These  debentures  are  available  for  local  investors  to  be  bought  at  any  time 
during  the  specified  period,  while  carrying  a  fixed  annual  interest  rate;  these 
debentures  being  convertible  into  stocks  opened  up  a  possibility  for  local  par- 
ticipation up  to  the  required  level  of  holding  on  a  deferred  basis. 

At  the  end  of  the  period  the  company  and  the  foreign  investor  are  free  to 
dispose  of  an  eventual  balance  of  any  unsold  stock. 

A  specific  problem  for  foreign  investments  in  the  extractive  sector  in  In- 
donesia is  the  stipulation  in  the  constitution  that  the  nation  is  the  sole  owner  of 
natural  resources;  the  Government  is  therefore  not  permitted  to  grant  conces- 
sions for  extractive  operations  to  foreign  persons  or  groups. 

This  has  resulted  in  the  birth  of  the  production  sharing  contract,  now 
widely  applied  in  the  oil  and  gas  industry  as  well  as  in  coal  mining.  The  gist  of 
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the  contract  is  that  the  extractive  product  is  the  property  of  the  nation  and  the 
investor  is  therefore  regarded  as  a  contractor  to  retrieve  the  product  and  to  be 
paid  with  part  of  the  product. 

The  investor  is  required  to  finance  the  entire  exploration  and  all  capital 
assets  including  exploration-results  is  considered  Government  property. 

However,  after  production  comes  on  stream  the  contractor  is  allowed  to 
recover  his  costs  in  kind  according  to  a  certain  programme.  The  balance  of  the 
product  after  deduction  of  costs  in  kind  due  to  the  contractor,  will  than  be 
shared  at  an  agreed  ratio  between  the  contractor  and  the  Government,  re- 
presented by  the  State  Oil  Company,  Pertamina. 

So  far  this  system  has  worked  quite  satisfactorily  for  oil,  gas  and  very  soon 
for  coal  too. 

A  rather  different  problem  is  the  timber  extraction,  where  to  some  extent 
the  same  philosophy  is  applied.  The  right  to  extract  timber  can  be  granted, 
however  land  right  will  have  to  remain  legally  in  the  hands  of  the  local  partner, 
which  gives  the  overseas  partner  almost  no  security  on  his  investments  and  no 
collateral  for  acquiring  loans.  Participation  of  the  bank  in  some  sort  of  tripar- 
tite structure  combining  capital  and  machine  supplier,  operation  and  markets 
in  one  closed  business  relationship  could  be  a  way-out. 

Another  very  interesting  concept,  which  also  proved  to  be  workable  are 
public-private  finance  packages,  in  particular  for  large  industrial  projects  re- 
quiring extensive  back-up  infrastructure. 

Deposits  of  valuable  minerals  and  other  potentials,  could  very  much 
strengthen  industrial  development  in  the  region,  provided  that  there  is  the 
necessary  infrastructure  to  reach  remote  locations. 

Whilst  development  of  these  resources  may  well  be  a  viable  and  profitable 
proposition,  the  cost  for  building  the  needed  roads,  harbours  and  accomoda- 
tion for  personnel  is  often  a  burden,  which  the  project  cannot  carry. 

On  the  other  hand,  these  roads,  harbours  and  other  infrastructure  may  not 
only  serve  the  particular  operation,  but  open  up  an  entire  region  for  further 
development  in  which  the  industry  can  be  a  nucleus  for  initial  linkages  and 
developments  in  other  sectors. 

Roads,  harbours  and  other  infrastructural  means  are  items  which  in  de- 
veloping countries  are  still  eligible  for  soft-term  financing,  on  bilateral  or 
multilateral  bases. 
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Therefore  a  blending  of  these  soft-term  loans  with  conventional  banking 
finance  could  be  a  feasible  way  to  finance  such  a  project. 

One  such  project  in  Indonesia,  has  been  the  harnessing  of  the  hydropoten- 
tial  of  a  river  to  supply  electricity  for  a  sizeable  aluminium  smelter.  The  com- 
mercial core  of  the  project  is  the  smelter,  which  was  financed  by  the  Japanese 
Exim  Bank.  The  hydropower  plant,  harbour,  and  township  as  well  as  roads, 
were  financed  by  the  Japanese  Overseas  Economic  Cooperation  Fund  (OECF) 
and  the  Japan  International  Cooperation  Agency  (JICA),  both  on  very  soft 
terms.  Some  bridge  financing  was  provided  by  commercial  banks  on  normal 
terms. 

The  company  managing  the  project  is  a  joint  venture  with  equity  shared  on 
a  25  per  cent  to  75  per  cent  basis  between  the  Indonesian  Government  and  a 
Japanese  investment  company  in  which  again  50  per  cent  of  the  shares  was 
taken  up  by  the  Japanese  OECF  and  the  balance  by  twelve  Japanese  alumi- 
nium smelters  and  trading  companies. 

This  package,  which  involves  Government  budget  funds,  soft  loans,  Exim- 
loans,  private  equity  and  some  commercial  loans,  has  made  the  project  in  its 
totality  sufficiently  feasible,  and  the  smelter  and  associated  infrastructure  are 
now  already  in  operation. 

Similar  financial  packages  could  be  created  for  large  forest  development 
projects  and  agricultural  projects,  in  which  the  earning  (production)  centre  in 
principal  is  supported  by  private  finance  and  the  infrastructure  by  conces- 
sionary laons. 

A  similar  project  in  the  agricultural  field  was  reportedly  carried  out  in  an 
East  European  country  sometimes  ago,  supported  by  foreign  private  funds, 
domestic  funds  and  some  World  Bank  contribution,  while  part  of  the  loan  was 
repaid  in  kind  with  agricultural  produce. 

Finally,  another  way  to  enhance  capital  inflows  is  to  re-finance  large  opera- 
tions which  were  built  as  grassroot  projects  —  naturally  with  higher  capital 
costs  —  with  cheaper  loans  once  the  operation  is  fully  on  stream. 


THE  ROLE  OF  BANKS 

The  above  cited  examples  may  give  some  lead  to  what  banks  should  do  and 
can  do  in  the  coming  decades  of  increased  activity  in  developing  countries  in 
their  efforts  to  reach  the  stage  of  economic  take-off. 


FINANCIAL  INSTRUMENTS 


303 


The  banking  world  should  now  probably  put  more  efforts  in  finding  and 
implementing  instruments  and  packages  for  financing,  which  could  ac- 
comodate a  variety  of  circumstances  and  prevailing  conditions,  aside  from 
being  a  source  of  funds. 

Syndicated  loans  may  be  attractive  for  banks  as  well  as  the  borrowing 
country,  but  they  are  not  necessarily  that  secure;  a  lot  depends  on  how  this' 
money  will  be  utilised  by  the  borrower. 


Indonesian  Oil  and  Japan: 
Present  Situation  and 
Future  Possibilities 


WIJARSO 


Indonesian  oil  has  always  been  a  part  of  the  traditionally  friendly  relations 
between  Indonesia  and  Japan.  Indonesia  has  been  for  many  decades  a  source 
of  oil  supply  to  Japan,  and  since  1977  also  a  source  of  liquefied  natural  gas 
(LNG).  The  relatively  shott  distance  between  Indonesia  and  Japan  makes  In- 
donesia an  ideal  source  for  energy  supply  to  Japan.  For  Indonesia,  Japan  has 
always  been  considered  a  "natural  market"  as  it  is  conveniently  located  away 
from  the  large  oil  fields  in  the  Middle  East. 

And,  as  far  as  one  can  observe,  there  are  no  constraints,  neither  in  the 
political  field  nor  in  the  general  economic  climate,  which  can  obstruct  a 
healthy  relationship. 

Under  these  ideal  circumstances,  one  should  reasonably  expect  energy 
trade  to  flourish  between  Indonesia  and  Japan. 

Has  this  ideal  situation  been  fully  utilised?  This  presentation  tries  to 
examine  the  present  situation,  and  tries  to  explore  what  can  be  done  to  further 
improve  it. 

To  touch  briefly  upon  the  present  activity  in  Indonesia  in  the  field  of  oil 
and  gas  industry,  the  present  worldwide  recession  and  the  global  decrease  in  oil 
consumption  has,  inevitably,  left  some  of  its  mark  on  Indonesia's  oil  opera- 
tions. The  continuing  decline  in  oil  prices  is  maybe  the  single  most  important 
depressing  factor.  Indonesian  bench-mark  Sumatra  light  which  was  priced  at 
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US$35.00  in  January  1981,  went  down  to  US$29.53  in  March  1983  and  has 
recently  further  decreased  to  the  present  level  of  US$28.53.  It  represents  an 
18.5  per  cent  decline  in  just  two  years.  It  is  obvious  that  this  dramatic  decrease 
in  price  is  not  only  influencing  the  government's  income,  but  also  the  oil  com- 
panies' 

The  budgetary  constraints  for  the  oil  companies  caused  by  these 
developments,  are  even  further  aggravated  by  spot  market  sales  and  down- 
stream losses. 

This  fact  also  has  an  important  bearing  on  Indonesia's  oil  operations,  as 
more  than  90  per  cent  of  Indonesia's  production  is  carried  out  through  pro- 
duction sharing  contracts  by  foreign  oil  companies. 

But  Indonesian  oil  operation,  relatively  speaking,  continues  to  be  in  a  fair- 
ly good  shape.  It  may  also  indicate  how  the  international  oil  community  feels 
about  Indonesia.  Their  belief  in  Indonesia's  future  as  an  oil  producing  coun- 
try, and  the  fair  treatment  they  receive,  are  also  important  factors  in  fur- 
thering this  co-operation. 

What  might  be  more  important  is  how  the  future  looks.  Future  production 
capacity  is  not  only  measured  by  the  availability  of  probable  or  potential  re- 
serves, of  which  Indonesia  has  plenty,  but  also  by  the  amount  of  exploration 
activities  to  prove  it  up. 

Exploration  activities  in  Indonesia  has  also  been  affected  by  the  general 
downturn  of  the  oil  situation,  but  not  really  that  much.  Although  exploration 
drilling  was  down  from  264  wells  in  1983  to  217  wells  in  1984,  this  still  com- 
pares favourably  to  the  185  wells  in  1980.  The  1985  programme  calls  for  233 
exploration  wells. 


EXPLORATION  ACTIVITIES 


1980 

1981 

1982 

1983 

1984 

1985 

Seismic  (km) 

49,976 

64,077 

57,430 

65,260 

28,749 

33,996 

Exploration  wells 

185 

244 

238 

264 

217 

233 

New  Contracts 

11 

9 

13 

3 

2 

na 

Another  exploration  indicator  is  the  amount  of  seismic  surveys  performed. 
La6t  year  they  went  down  from  65  thousand  kilometres  in  1983  to  about  29 
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thousand  kilometres.  This  performance  would  admittedly  worry  Indonesia 
had  there  been  many  new  production  sharing  contracts  signed  during  that 
period.  Seismic  surveys  are  the  first  phase  leading  to  oil  exploration  and  sub- 
sequently, hopefully,  to  production  operations.  But  due  to  the  fact  that  In- 
donesia still  has  to  work  out  some  discrepancies  in  its  new  tax  law,  new  con- 
tracts are  still  in  the  pipeline  pending  signature.  Indonesia  hopes  to  resolve  this 
problem  soon.  The  few  contracts  signed  recently  were  negotiated  before  1984 
and  therefore  the  old  tax  laws  prevail.  Another  indicator  may  be  the  oil  com- 
panies' total  expenditures.  Preliminary  figures  show  that  the  1984  expen- 
ditures actually  rose  by  6.9  per  cent  compared  to  1983.  For  1985,  the  total 
companies  budgets  are  targeted  for  a  12  per  cent  increase,  to  about  US$3.9 
billion. 

As  mentioned  earlier,  Indonesia  still  has  many  probable  and  potential  oil 
fields.  Today  out  of  its  50  basins,  more  than  30  are  still  untouched,  while  of 
the  13  developed  basins  only  one  is  really  extensively  exploited.  It  is  located  in 
Central  Sumatra  and  produces  Indonesia's  Sumatra  light,  or  better  known  as 
Minas,  bench-mark  crude. 

Studies  made  by  the  Directorate  General  of  Oil  and  Gas  in  1978  estimated 
that  the  amount  of  total  recoverable  oil  is  about  50  billion  barrels.  The  US 
Department  of  Energy,  in  their  publication  of  July  1984,  present  a  more  con- 
servative estimate  of  about  36  billion  barrels.  Even  based  on  this  lower  figure, 
a  simple  calculation  will  show  that  Indonesia  will  still  be  an  important  oil  pro- 
ducer well  into  the  next  century.  The  proven  recoverable  natural  gas  reserves 
are  also  showing  an  ever  increasing  availability.  Today's  80  trillion  cubic  feet 
may  well  be  the  tip  of  an  iceberg.  Considering  that  in  1977,  when  Indonesia 
started  its  first  LNG  shipment  to  Japan,  recoverable  gas  reserves  were  only 
about  30  trillion  cubic  feet,  the  increase  by  more  than  150  per  cent  in  eight 
years  is  really  significant  especially  since  this  gas  was  found  in  the  search  for 
oil.  Even  if  Indonesia  could  double  its  LNG  export,  what  it  has  today  would 
again  be  enough  to  keep  Indonesia  in  this  trade  well  into  the  twenty-first  cen- 
tury. 

It  may  be  useful  to  mention  another  development  in  Indonesia,  namely  the 
domestic  oil  consumption.  Seven  years  ago,  Wijarso  remarked  that  a  con- 
tinuous growth  was  considered  as  a  potential  danger  to  Indonesia's  ability  to 
export  oil.  The  country's  efforts  to  change  all  that  is  a  complete  success  story. 

In  1978  oil  constituted  83  per  cent  of  Indonesia's  commercial  energy  mix,  it 
is  today  about  73  per  cent  and  at  the  end  of  Indonesia's  current  five  year  plan 
expected  to  be  down  again  to  62  per  cent.  Annual  oil  consumption  growth  of 
12-13  per  cent  of  the  1970s  is  a  thing  of  the  past.  Present  annual  growth  ratesf 
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are  in  the  2-3  per  cent  levels  due  to  rational  domestic  price  policies,  aiming  at 
the  elimination  of  subsidies. 

What  Indonesia  has  in  terms  of  hydrocarbon  resources,  is  a  real  blessing 
for  Indonesia  and  in  a  way  for  the  whole  region.  But  to  be  usable,  Indonesia 
has  not  only  to  be  able  to  explore  and  develop  these  resources,  but  she  must  be 
able  to  market  them.  The  existing  ideal  conditions  between  Japan  and  In- 
donesia should  be  the  catalyst  for  mutual  beneficial  hydrocarbon  trade. 

History  has  shown  that  Indonesia  has  always  been  favouring  Japan  as  the 
most  desirable  market  for  Indonesia's  natural  resources,  especially  for  oil  and 
gas.  But  a  closer  look  at  it  will  reveal  that  the  response  however  has  not  always 
been  reciprocal. 

This  is,  of  course,  an  Indonesian  observation,  and,  beauty  after  all,  is  in 
the  eyes  of  the  beholder.  But  a  better  understanding  of  how  each  side  sees  the 
problem,  may  help  to  reach  a  better  relationship  and  can  hopefully  solve 
existing  and  future  potential  problems. 

How  important  or  significant  are  oil  and  gas  in  the  Japan-Indonesia  eco- 
nomic relations? 

The  Table  below  shows  results  of  the  bilateral  trade. 


TRADE  STATISTICS  (million  US$) 


Indonesian  Imports  10  Japan  Japanese  Exports 

Total  Oil  %  Total  To  Indonesia 

Value   

Value  % 


1969 

397 

206 

51.9 

15,990 

236 

1.5 

1974 

4,572 

2,953 

64.6 

55,536 

1,450 

2.6 

1979 

8,794 

4,880 

55.5 

103,032 

2,124 

2.1 

1984 

11,175 

5,207 

46.6 

170,114 

3,073 

1.8 

For  comparison  the  situation  was  taken  as  il  existed  al  the  beginning  year 
of  each  Pelita,  Indonesia's  Five  Year  Development  Plan,  since  this  will  effec- 
tively show  the  results  of  the  preceding  Pelita. 
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These  statistics  show  that  there  is  a  tremendous  growth  in  Indonesia's  trade 
relations,  no  doubt  benefiting  each  other.  And  one  of  the  factors  that  made  it 
all  possible  was  the  substantial  growth  of  Indonesia's  oil  and  gas  revenue. 
Development  and  trade  of  Indonesia's  energy  resources  in  the  past  did  not 
only  improve  the  general  bilateral  trade,  but  has  also  opened  up  opportunities 
for  many  different  activities.  Japanese  participation  in  Indonesia's  natural 
resource  development  however  is  less  than  one  may  expect.  This  may  lie  in  the 
nature  of  Japanese  enterprises,  which  are  mostly  risk  shy,  since  not  too  many 
of  them  are  exploiting  these  opportunities. 

Japanese  financial  institutions  on  the  other  hand,  were  able  to  capitalise 
these  opportunities,  and  are  involved  in  a  wide  range  of  energy  related  pro- 
jects. The  Japanese  manufacturing  industries  may  be  the  ones  who  benefited 
most. 

It  is  a  mutual  beneficial  relation,  a  two-way  street,  in  which  Indonesia's  oil 
and  gas  revenue  is  the  major  catalyst  for  most  of  the  activities. 

But  how  did  the  Japanese  energy  consumers  play  the  game  in  this  two-way 
street?  Apparently  Indonesia's  supplies  have  always  been  looked  at  by  the 
Japanese  consumers  as  a  part  of  the  supplier  of  last  resort  if  there  is  an 
emergency,  like  in  the  years  of  the  oil  shocks  in  1973  and  1979.  Those  were  the 
two  peak  years  during  the  last  15  years  of  Indonesia's  oil  import  to  Japan. 
In  1973  for  example,  Indonesia  did  reject  please  for  help  from  its  neighbouring 
countries  to  be  able  to  fulfill  the  needs  of  Indonesia's  Japanese  customers. 
Nonetheless  Indonesia  has  not  been  disappointed  by  some  of  them,  especially 
the  power  companies.  But  that  has  been  mostly  the  exception,  rather  than  the 
rule  in  time  of  glut. 

It  has  therefore  been  very  gratifying"  indeed  to  notice  Prime  Minister 
Nakasone's  promise  in  May  1983  to  try  to  keep  Indonesia's  oil  share  to  Japan 


CRUDE  OIL  IMPORTS  TO  JAPAN  (MBPD) 


Total 


Indonesia 


Indonesia 
Share  (%) 


Volume 


Index 


Volume 


Index 


1979 
1980 
1981 
1982 
1983 
1984 


4,836 
4,413 
3,968 
3,700 
3,581 
3,684 


100 
91 
82 
77 
74 
76 


696 
633 
627 
564 
503 
483 


100 
91 
90 
81 
72 
69 


14.4 
14.3 
15.8 
15.2 
14.1 
13.1 
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at  a  15  per  cent  level.  The  Prime  Minister's  appeal  to  the  Japanese  customers 
apparently  was  not  successful  as  Indonesia's  share  dropped  10  14.1  per  cent  in 
that  year.  When  in  1984,  for  the  first  time  in  the  last  six  years,  Japan's  oil  im- 
port rose  by  about  3  per  cent  compared  to  the  year  before,  import  from  In- 
donesia however  further  decreased  by  about  4  per  cent,  bringing  the  share 
down  to  13.1  per  cent. 

This  trend  is  an  indication  of  a  change  in  the  Japanese  consumers  attitude. 
The  "oil  glut"  atmosphere  has  made  the  short-term  gains  of  lower  spot  crude 
prices  more  appealing,  concentrating  purchases  in  the  non-term  trade. 

The  consequences  of  this  decline  and  price  reduction  in  March  1983  for  In- 
donesia has  been  many-fold.  But  mainly  because  of  the  wise  foreign  exchange 
management  in  the  past,  the  real  effect  of  this  decline  has  been  minimised  so 
far.  The  effect  of  the  further  price  decline  announced  recently  will  still  be 
manageable  if  crude  sales  can  be  sustained. 

Another  reason  for  the  decline  is  often  blamed  to  the  non-competitiveness 
of  Indonesian  crudes  compared  to  Chinese  crude.  This  means  that  Indonesian 
crude  prices,  according  to  some  Japanese  buyers,  should  be  cheaper  than 
Chinese  crude. 

It  is  believed  that  it  makes  no  sense  for  Indonesia  to  try  to  beat  the  Chinese 
in  price  competitiveness.  Indonesia  has  to  be  realistic  enough  to  accept  that 
China  is  exporting  crude  to  generate  the  very  much  needed  foreign  exchange 
for  their  modernisation  programme.  To  be  able  to  do  so  they  even  have  to 
sacrifice  their  domestic  oil  requirement.  And  they  will  sell  at  any  price  to  be  in 
the  market.  The  history  of  price  adjustments  shows  that  they  will  match  any 
price  reduction  of  Indonesia's  crude.  Indonesia  has  to  accept  that,  at  least  in 
the  immediate  future,  some  400  thousand  BPD  of  Chinese  crude  will  try  to 
find  its  way  into  the  Far  Eastern  market,  and  about  half  of  it  into  Japan.  But 
on  the  other  hand,  one  does  not  believe  that  Chinese  crude  supply  will  grow 
very  much  larger  well  into  the  early  1990s.  Today  not  much  has  been  achieved 
in  terms  of  new  oil  finds  in  China.  The  excitement  of  the  late  1970s  has  slowly 
withered  away. 

This  does  not  necessarily  mean  that  oil  production  in  China  cannot  increase. 
Expectations  are  that  by  the  1990s,  China  may  double  their  production.  But 
their  domestic  needs,  if  they  achieve  their  modernisation  goals,  will  be  such 
that  one  can  reasonably  expect  that  their  ability  to  export  will  not  be  much 
more  than  it  is  today.  Another  extreme,  though  maybe  very  remote,  is  that 
China  will  not  find  enough  new  oil  to  sustain  its  present  production  level.  This 
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scenario,  if  il  materialises,  may  cause  a  short  supply  situation,  because  China 
then  may  well  turn  into  another  hungry  oil  consumer. 

It  should  however  not  be  misunderstood  that  if  China  were  the  only  com- 
petitor for  Indonesia's  crudes,  and  Indonesia  was  really  out  to  outprice  them, 
Indonesia's  wide  range  of  crudes  would  definitely  give  the  country  a  competi- 
tive edge  which  they  cannot  match.  But  for  what  purpose?  In  the  end,  it  is 
against  Indonesia's  own  interest. 

It  would  probably  be  in  the  best  interest  of  all  if  Japan  would  look  at  the 
total  regional  supply  as  the  better  security  in  a  broader  sense. 

The  danger  of  turning  to  outside  the  region  for  short  term  gains,  more  than 
anything  else,  is  that  it  may  reduce  the  ability  of  countries  like  Indonesia  to 
continue  vigorously  to  secure  future  oil  deliverability.  It  will  require  con- 
tinuous agressive  exploration  and  developments  to  keep  that  ability,  which  in 
turn  can  only  be  done  through  revenues  generated  today.  Failing  to  do  so  may 
endanger  the  capability  to  deliver  enough  oil.  It  is  obviously  Indonesia's  own 
interest  to  try  to  prevent  this  from  happening.  It  may  also  be  in  Japan's  in- 
terest, to  be  able  to  keep  its  options  open,  to  ensure  the  availability  of  short- 
haul  reliable  oil. 

But  one  has  to  be  realistic  enough  not  to  expect  that  consumer  companies 
will  look  that  far  ahead,  when  the  oil  supply  seems  to  be  in  abundance  all  the 
way.  Positive  consumer  governments  intervention  in  concert  with  producing 
countries  may  be  the  only  answer,  if  they  so  desire. 

Another  important  factor,  more  globally,  is  the  level  of  prices.  Fortunately 
most  OPEC  producing  countries  have  relatively  low  cost  oil.  But  many  new 
non-OPEC  countries  were  only  able  to  be  a  new  producer  because  of  the  cur- 
rent prices.  They  may  be  the  ones  who  are  going  to  be  the  first  victims  if  prices 
continue  to  fall.  But  maybe  more  disturbing  to  consumers  is  that  a  tight  supply 
situation  may  drive  prices  up  again  to  unprecedented  heights.  Past  lessons 
have  taught  us  that  such  a  situation  is  also  not  desirable  for  bonafide  pro- 
ducers as  it  may  well  cause  another  round  of  oil  consumption  decreases. 

Another  important  part  of  the  hydrocarbon  trade  is  LNG,  which  has  been 
growing  since  the  latter  part  of  the  1970s.  It  is  a  clean  fuel  which  meets  the 
Japanese  environmental  requirement.  It  was  then  also  considered  as  a  transi- 
tional fuel  from  oil  to  nuclear. 

Indonesia  today  has  two  plant  sites,  one  in  Badak,  East  Kalimantan  with 
4  liquefaction  trains  and  the  other  one  in  Arun,  in  the  northern  part  of 
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Sumatra  with  5  liquefaction  trains,  with  a  total  ability  to  produce  about  17 
million  tons  of  LNG.  All  the  LNG  produced  so  far  is  exported  to  Japan, 
another  train  will  soon  be  ready  in  Arun  for  sales  to  South  Korea. 

Indonesia's  plants  are,  no  doubt,  the  best  in  the  world  today.  Each  and 
every  train  is  capable  to  operate  over  100  per  cent  design  capacity  if  so  re- 
quired. The  mere  size  of  the  plants  is  also  providing  a  supply  security  no  other 
plant  or  country  can  match. 

An  accident  had  to  happen  to  prove  this  point:  in  April  1982  an  explosion, 
caused  by  human  error,  destroyed  a  heat  exchanger  in  one  of  the  trains  in 
Badak,  putting  that  train  out  of  order.  The  available  over-capacity  of  all  the 
other  trains  together  could  within  the  same  year  fulfill  the  total  delivery  com- 
mitment. By  using  an  available  spare  heat  exchanger  the  train  was  operational 
again  within  6  months,  while  waiting  for  the  newly  ordered  heat  exchanger 
which  took  the  best  of  two  years  before  it  could  be  installed.  If  that  kind  of  ac- 
cident happened  in  a  two  train  LNG  producing  country,  it  would  have  des- 
troyed half  of  its  deliveries  for  about  two  years.  It  may  be  of  interest  to  men- 
tion that  PT  Badak  and  PT  Arun,  the  plant  operators,  are  both  15  per  cent 
owned  by  Japanese  buyers  interest. 

Availbale  statistics  show  that  Indonesia  is  the  most  important  supplier  of 
LNG  to  Japan.  Indonesia's  share  rose  from  7  per  cent  in  1977,  at  the  start  of 
Indonesia's  LNG  operation,  to  54  per  cent  in  1984,  with  deliveries  of  14 
million  tons  of  LNG  having  an  export  value  of  about  US$3.3  billion. 

One  very  important  difference  between  the  Indonesian  LNG  contracts  and 
the  others  is  that  the  Indonesian  LNG  price  formula  has  never  been  renego- 
tiated since  it  was  signed  in  1973,  while  the  others  have  experienced  upward 
changes.  This  shows  the  mature  relation  that  exists  between  Indonesia  and  its 
Japanese  buyers.  Indonesia  has  been  "married"  for  better  and  for  worse. 
Both  parties  have  accepted  the  fact  that  at  one  time  the  situation  may  be  in 
one's  favour,  while  it  can  be  the  reverse  some  other  time. 

Indonesia's  average  prices  started  to  be  the  highest  in  1977,  and  are  now 
turning  to  be  the  lowest.  But  Indonesia  has  no  intention  to  change  what  In- 
donesia has  agreed  upon.  Because  in  LNG,  more  than  in  anything  else,  the 
trust  that  one  wanted  to  implement  what  one  has  agreed  to,  is  very  important, 
because  the  parties  have  to  "live  together"  at  least  for  20  years. 


As  one  understands  it,  most  of  Indonesia's  LNG  buyers  are  satisfied  with 
the  existing  relationship,  and  they  also  trust  the  reliability  of  Indonesia's 
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supply.  It  is  also  understood  that  they  want  to  expand  the  use  of  Indonesia's 
LNG,  but  certain  outside  factors  may  prevent  them  from  doing  so. 

Although  LNG  could  grow  into  one  of  the  leading  clean  fuels  for  Japan's 
energy  requirement,  MITI's  long  term  forecast  (November  1983)  is  limiting  the 
role  LNG  could  play.  The  plan  limits  LNG's  role  to  12  per  cent  in  1995.  Re- 
presenting some  40  million  tons  of  gas,  and  then  keeping  it  at  about  the  same 
level  through  the  year  2000.  The  interim  requirement  in  1990,  will  be  36.5 
million  tons.  The  reason  of  this  limitation  is  not  known,  while  regional  LNG 
supply  could  actually  be  expanded  much  more  and  at  the  same  time  be  one  of 
the  most  secure  sources  of  imported  energy  to  Japan.  Even  pricewise,  LNG 
price  is  about  equal  to  crude  oil. 

Based  on  available  gas  reserves,  the  existing  Badak  Plant  site  in  Indonesia 
for  instance,  can  easily  and  relatively  quickly  double  its  production,  while  the 
newly  discovered  fields  in  Natuna  could  easily  double  Indonesia's  total  present 
production  capacity.  If  so  required,  Indonesia  could  easily  provide  some  34 
million  tons  of  LNG  to  Japan. 

With  the  other  regional  suppliers,  Indonesia  could  double  Japan's  present 
LNG  supply  without  their  being  exposed  to  other  security  risks.  This  would  be 
equivalent  to  some  two  million  B/D  of  oil. 

But  as  we  understand  from  the  "pipeline"  the  authorities  in  Japan  are 
favouring  LNG  supply  from  outside  the  region,  and  especially  from  outside 
Indonesia,  even  to  the  extent  of  favouring  sources  that  normally  are  con- 
sidered a  "political  risk." 

Apparantly,  Indonesia's  54  per  cent  share  of  the  LNG  trade  to  Japan  is 
considered  a  big  risk  factor,  so  Japan  should  "di-versify"  its  LNG  supply 
source.  If  true,  the  objectives  of  this  diversification  policy  are  not  very  clear. 
The  underlying  idea  of  this  diversification  cannot  be  based  on  security  of  sup- 
ply consideration.  From  the  point  of  physical  security  of  supply,  no  other 
plant  or  country  in  the  world  can  match  Indonesia's  performance.  The  past 
has  also  shown  that  Indonesia  is  the  most  reliable  source  of  energy  supply  to 
Japan. 

If  diversification  is  more  price  related,  Indonesia's  LNG  has  proven  to  be 
the  most  reasonable  source  pricewise.  The  reason  is  very  simple:  Indonesia 
believes  that  LNG,  even  more  than  oil,  is  and  will  be  a  buyers  market  all  the 
way.  And  since  the  price  of  Indonesia's  LNG  is  linked  to  the  price  of  oil,  there 
can  therefore  never  be  an  excessive  or  out-of-proportions  LNG  price.  Certain 
conditions  in  LNG  contracts  are  sometimes  portrayed  as  being  "dictated"  by 
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sellers  like  the  "take  and/or  pay"  clause,  but  that  kind  of  reasoning  is  usually 
voiced  by  those  who  are  not  really  well  versed  in  the  LNG  trade.  Of  course,  the 
volumes  involved  are  negotiable. 

So  if  these  observations  of  Japan's  LNG  policy  are  correct,  in  effect  Japan 
is  buying  "non-security  diversification,"  serving  no  purpose  at  all.  And,  be- 
cause LNG  is  just  like  oil  --  another  source  of  hydrocarbon  — ,  this  policy,  if 
correctly  understood  by  Indonesia,  is  in  fact  partially  negating  efforts  in 
Japan's  security  of  supply  policy. 

In  conclusion  one  may  observe  the  following: 

1.  Indonesia  will  remain  a  significant  oil  and  gas  producer  in  the  region  well 
into  the  next  century.  All  the  activities  required  to  ascertain  future  produc- 
tion capacities  are  still  going  on  today  despite  the  world  recession  and  the 
oil  glut. 

2.  The  region,  in  general,  and  Indonesia,  in  particular,  can  contribute  a 
greater  share  in  Japan's  energy  import  requirement.  Nevertheless  Japan 
continues  to  look  for  supplies  which  carry  a  potentially  greater  risk  factor. 

3.  In  the  case  of  oil  supply,  Japan's  pursuance  of  buying  in  the  spot  market  is 
sacrificing  long-term  relations  for  short  term  gains.  The  15  per  cent  share 
commitment  to  Indonesia  has  withered  away  with  time. 

4.  In  the  case  of  LNG  import,  if  what  is  commonly  known  as  Japan's  LNG 
diversification  policy  is  true,  i.e.  turning  away  from  a  secure  and  reliable 
Indonesian  supply,  what  it  buys  is,  in  reality,  a  non-secure  diversification. 

5.  As  energy  exports  are  an  important  source  of  Indonesia's  foreign  exchange 
earnings,  Indonesia  will  be  the  last  to  destroy  whatever  relation  exists.  This 
is,  in  itself,  an  assurance  of  realibility.  But  to  be  able  to  provide  a  conti- 
nuous supply  source,  development  activities  today  have  to  be  carried  out  to 
guarantee  future  capabilities.  But  development  expenditures  today  can 
only  be  met  with  current  earnings. 

This  presentation  is  not  intended  to  remark  that  the  present  energy  relation 
between  Japan  and  Indonesia  is  deteriorating.  On  the  contrary,  Indonesia- 
Japan  relations  are  definitely  good.  There  may  always  be  complaints  from 
either  side,  but  with  dialogues,  there  will  always  be  room  for  improvement  to 
the  benefit  of  Japan  and  Indonesia. 
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Appendix  I 

CRUDE  OIL  IMPORT  TO  JAPAN  (MBPD) 


Indonesia  Indonesian 


Vol  ume 

Index 

Volume 

Index 

Share  (%) 

1969 

2,875 

58 

297 

40 

10.3 

1970 

3,376 

68 

445 

61 

13.2 

1971 

3,811 

77 

458 

62 

12.0 

1972 

4,095 

83 

535 

73 

13.1 

1973 

4,936 

100 

734 

100 

14.9 

1974 

4,836 

98 

672 

92 

13.9 

1975 

4,531 

92 

519 

71 

11.5 

1976 

4,615 

93 

554 

75 

12.0 

1977 

4,791 

97 

653 

89 

13.6 

1978 

4,658 

94 

598 

81 

12.8 

1979 

4,836 

98 

696 

95 

14.4 

1980 

4,413 

89 

633 

86 

14.3 

1981 

3,968 

80 

627 

85 

15.8 

1982 

3,700 

75 

564 

77 

15.2 

1983 

3,581 

73 

503 

69 

14.0 

1984 

3,684 

75 

483 

66 

13.1 

Appendix  2 

LNG  IMPORT  TO  JAPAN  (in  thousand  MT) 


Indonesia 

Brunei 

Malaysia 

Abu  Dhabi 

Alaska 

Total 

1976 

4,836 

956 

5.798 

1977 

489 

5,395 

332 

993 

7,260 

1978 

3,720 

5,265 

1,258 

930 

11,173 

1979 

6,165 

5,414 

1,242 

985 

13,806 

1980 

8,504 

5,550 

1,929 

859 

16.841 

1981 

8,705 

5,226 

1,960 

1,075 

16,967 

1982 

9,134 

5,154 

2,208 

958 

17,454 

1983 

9,609 

5,251 

1,204 

1,787 

1,016 

18,867 

1984 

14,001 

5,241 

3,489 

2,090 

1,015 

25,836 

Appendix  3 

COMPARISON  OF  LNG  PRICES 

(CIF  in  Yen  PER  MT) 

Indonesia 

Brunei 

Malaysia 

Abu  Dhabi 

Alaska 

1976 

28,710 

25.673 

1977 

33,814 

28,165 

26,791 

27,513 

1978 

30,431 

23,554 

23,896 

24.KI6 

1979 

39,082 

26,462 

26,211 

26.093 

1980 

61,761 

57,310 

62.938 

57,584 

1981 

63,476 

67,719 

74,725 

68.896 

1982 

75,014 

74,075 

80.037 

75.867 

1983 

62,939 

63,280 

63,579 

66.794 

64.119 

1984 

59,464 

59,966 

62,588 

64,518 

60.952 

Current  International  Economic  Issues: 

Protectionism,  Debt,  and 
Monetary  Instability 

R.B.  SUHARTONO 


INTRODUCTION 

Before  proceeding  to  discuss  the  topic,  it  may  perhaps  be  warranted  to 
dwell  a  little  on  questions  that  might  rise  in  regard  to  what  the  title  could  have 
possibly  meant.  Obviously,  current  international  economic  issues  are  to  be 
discussed.  However,  the  word  current  may  indicate  that  the  issues  to  be  dis- 
cussed belong  to  the  time  now  passing  or  now  in  progress,  or  that  the  issues  are 
commonly  accepted  or  prevalent.  Accordingly,  a  simple  description  or  survey 
of  what  is  now  in  progress  or  prevalent  (even  without  reference  to  past  his- 
torical context,  future  likely  trend,  or  both)  may  suffice;  whether  such  descrip- 
tion or  survey  would  be  useful  is  another  matter.1 

A  second  question  may  arise  in  regard  to  the  more  precise  meaning  of  cur- 
rent international  economic  issues.2  For,  the  word  issue  in  this  context  may 

Paper  presented  at  the  Second  Indonesia-Germany  Conference,  Hamburg,  April  15-17,  1985, 
sponsored  by  Centre  for  Strategic  and  International  Studies,  Jakarta,  and  Institute  of  Asian  Af- 
fairs, Hamburg.  R.B.  Suhartono  is  Head,  Agency  for  Industrial  Research  and  Development, 
Department  of  Industry.  Any  view  expressed  herein  is  hiw  own  and  does  not  necessarily  represent 
that  of  the  Ministry  of  Industry. 

'A  description  or  survey  of  current  international  economic  issues  can  be  conducted  in  such 
fashion  that  each  is  to  be  discussed  separately  or  individually,  and  without  the  intention  of  ob- 
taining a  picture  of  a  coherent  whole,  thereby  lacking  in  usefulness.  But  if  the  intent  is  a  picture  of 
coherence,  it  seems  relevant  to  first  discuss  the  conceptual  framework  to  be  utilised  and  the 
proper  weight  to  be  assigned  to  each  element  that  enters  into  the  picture. 

2As  defined  by  the  organiser  of  the  Conference,  and  becoming  the  title  of  this  paper,  the  cur- 
rent international  economic  issues  are  listed  as  protectionism,  debt,  and  monetary  instability,  in 
that  order.  It  is  not  clear  whether  the  listing  indicates  the  sense  of  priorities  or  certain  major  con- 
sideration, or  whether  it  is  made  simply  because  they  are  pertinent,  with  or  without  a  notion  of 
priority  or  any  other  ordering.  Nor  whether  the  issues  arc  considered  intcr-rclated  (causal  or  other- 
wise), or  whether  each  can  stand  out  alone. 
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simply  refer  to  a  point  of  discussion  (which  begs  the  question  of  why  the  par- 
ticular points  are  being  chosen  in  the  first  place),  or  to  a  point  of  debate  or 
dispute  (which  contains  the  possibility  of  not  only  differing,  but  also  opposing 
views  on  the  matter).  It  may  also  refer  to  a  matter  of  wide  public  concern,  but 
the  international  dimension  of  the  topic  raises  another  question,  whether  there 
exists  universally  accepted  yardstick  for  defining  such  concern.3  Or,  it  may 
also  refer  to  the  essential  point,  which  then  may  give  rise  to  a  question  of 
whether  the  three  issues  do  in  fact  constitute  the  irreducible  minimum  and 
thence  become  the  crux.4 

Considering  those  and  other  possible  questions,  it  appears  that  some  dif- 
ficulties may  be  encountered  by  going  directly  to  discussing  the  current  inter- 
national economic  issues  as  specified.  Accordingly,  it  seems  useful  to  ap- 
proach the  subject  in  a  somewhat  round-about  manner,  by  first  examining  the 
recent  international  economic  environment.  Furthermore,  it  also  seems  useful 
not  to  regard  the  international  dimension  in  a  monolithic  fashion,  but  from 
the  perspectives  of  certain  sub-groupings  instead.5 


INTERNATIONAL  ECONOMIC  ENVIRONMENT 

Whatever  one  may  wish  to  comment  on  the  recent  international  economic 
issues,  it  would  perhaps  be  useful  to  take  into  account  certain  phenomena 
which  may  be  observed  from  available  data  for  the  last  three  decades  or  so. 
First,  the  average  annual  growth  rates  of  GDP  in  the  world  economy,  which 

3For  example,  protectionism,  whatever  it  is,  could  be  a  matter  of  grave  concern  to  those  af- 
fected by  it,  but  not  to  those  that  practice.  Thus,  it  may  become  a  major  issue  only  in  so  far  as  it 
relates  to  the  practices  of  others,  but  not  one's  own;  in  fact,  some,  even  in  the  face  of  the  most 
glaring  examples  of  protectionist  measures  thai  they  are  adopting,  have  with  all  innocence  pro- 
claimed or  worshipped  the  principle  of  free  trade,  virulently  attacking  others  for  the  slightest 
deviation. 

4It  is  conceivable  for  one  to  argue  for  example  that  the  crux  is  monetary  instability,  whereby 
the  two  others  are  simply  the  impact  or  manifestation  of  it.  Again,  it  is  also  possible  for  one  to 
assert  that  the  three  are  merely  phenomena  or  symptoms,  and  hence  the  real  issue,  which  is  more 
of  a  fundamental  character,  is  neither  one  and  has  to  be  sought  elsewhere. 

5In  human  terms,  the  group  of  developing  countries  account  for  more  than  four-fifths  of  the 
world  population.  In  terms  of  economic  strength,  however,  the  group  of  industrial  market 
economies  generate  nearly  four-fifths  of  the  total  GDP  of  the  world  economy,  and  providing  a 
market  for  almost  two-thirds  of  world  commodity  trade.  Given  the  differences  of  the  two 
groupings,  it  seems  questionable  whether  any  one  international  issue  can  be  defined  unless  the  con- 
cerns of  both  merge  into  a  convergence  of  interests;  accordingly,  it  appears  appropriate  to  discuss 
the  issue  from  at  least  the  perspectives  of  each,  rather  than  from  the  viewpoint  of  the  entity  of 
both.  In  this  regard  it  has  to  be  emphasized  that  there  are  considerable  differences  as  well  even 
among  the  group  of  developing  countries  themselves,  so  that  the  classification  of  the  world 
economy  into  the  two  groupings  could  still  lack  relevance. 
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for  two  decades  throughout  1950-1970  had  been  around  5  per  cent,  declined  in 
the  next  decade,  and  continued  to  decline  in  the  early  1980s.  Second,  the  value 
of  world  trade,  which  had  been  growing  steadily  at  high  rates  for  two  decades 
throughout  1950-1970,  exhibited  a  decline  for  the  first  time  in  the  early  1980s.6 
Third,  major  upheavals  of  global  significance  occured  in  the  decade  of  the 
1970s,  which  in  turn  affected  policies  and  measures  adopted  by  governments. 
It  appears  that  at  least  these  three  factors  have  been  instrumental  in  shaping 
the  current  international  economic  environment. 


GDP  Growth  Rates:  Declining  and  Continued  Low  Growth 

The  world  economy  had  enjoyed  rapid  and  sustained  growth  for  25  years 
after  the  Second  World  War,  but  was  experiencing  setbacks  thereafter.  For 
two  decades  in  the  1950s  and  the  1960s  the  average  annual  growth  rate  of  GDP 
in  the  world  economy  reached  around  5  per  cent;  throughout  1970-1982,  how- 
ever, the  growth  rate  declined  sharply  to  about  3  per  cent,  and  preliminary 
Figures  for  1983  indicate  a  growth  rate  of  below  2  per  cent  (cf.  Table  1).  While 
in  the  decade  of  the  1970s  the  average  growth  rate  of  GDP  in  the  world 
economy  amounted  to  about  3.8  per  cent,  by  the  early  1980s  it  never  exceeded 
2  per  cent,  averaging  to  around  1.4  per  cent. 


Table  1 

AVERAGE  ANNUAL  GROWTH  RATE  OF  GDP  IN  THE  WORLD  ECONOMY,  1960-1983 

(in  percentage) 


Grouping 

1960-1970 

1970-1982 

1980 

1981 

1982 

1983 

World  economy 

5.1 

3.2 

2.0 

1.8 

1.9 

Industrial  market  economies 

5.0 

2.8 

1.3 

1.3 

-0.5 

2.3 

High-income  oil  exporters 

16.7 

5.0 

7.4 

Developing  countries 

5.4 

4.8 

2.5 

2.4 

1.9 

1.0 

Low-income 

4.5 

4.5 

5.9 

4.8 

5.2 

4.7 

Middle-income 

6.0 

5.4 

1.5 

1.5 

1.2 

-0.5 

Oil-importers 

5.8 

5.1 

4.3 

0.9 

0.7 

0.3 

Oil-exporters 

6.3 

6.0 

-2.4 

2.4 

0.9 

-1.7 

Source:    World  Bank,  World  Development  Report  1984,  and  IMF,  International  Financial 
Statistics  Yearbook  19S4. 


^he  value  of  world  exports  increased  from  about  US$60  billion  in  1950  to  US$130  billion  in 
1960,  US$310  billion  in  1970,  and  around  US$2,000  billion  in  1980,  but  declined  afterwards. 
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Available  data  for  1950-1960,  in  conjuction  with  those  in  Table  1,  establish 
two  features  in  the  pattern  of  growth  throughout  1950-1982.  First,  the  direc- 
tion of  the  movement  in  the  rates  of  growth  of  GDP  among  certain  groupings 
of  countries  is  broadly  similar  to  that  of  the  world  economy:  lower  growth  in 
the  decade  of  the  1970s  compared  to  that  of  the  1950s  and  the  1960s,  followed 
by  declining  and  continued  low  growth  in  the  early  1980s.7  Secondly,  through- 
out 1950-1982,  the  average  growth  rates  of  the  world  economy  were  higher 
than  those  of  the  industrial  market  economies,  indicating  that  the  developing 
countries  attained  higher  growth  rates.  Subsequently,  however,  the  pattern 
changed:  while  the  industrial  market  economies  could  recently  manage  to  get 
an  upturn,  the  developing  countries  continued  to  experience  low  and  declining 
growth,  so  that  in  1983  the  growth  rate  of  the  former  was  higher,  and  the  latter 
lower,  than  the  world  average.8 

Whether  what  happened  in  1983  could  be  regarded  as  a  mere  temporary 
deviation  from  past  pattern,  or  whether  it  would  at  the  same  time  also  set  the 
trend  for  this  decade,  is  by  no  means  certain.  An  optimistic  projection  made 
by  the  World  Bank  seems  to  indicate  that  the  developing  countries  would  con- 
tinue to  grow  faster  than  the  industrial  market  economies,  and  that  after  1985 
their  growth  rates  would  return  to  those  attained  in  the  1970s,  or  even  the 
1960s:  the  average  annual  growth  rates  of  GDP  for  the  developing  countries 
would  surge  from  2.8  per  cent  in  1980-1985  to  between  4.7  per  cent  (low  case) 
and  5.5  per  cent  (high  case)  in  1985-1995,  higher  than  the  corresponding 
figures  for  the  industrial  market  economies,  viz.  from  1.9  per  cent  in 
1980-1985  to  between  2.5  per  cent  (low  case)  and  4.3  per  cent  (high  case)  in 
1985-1995. 9  In  any  case,  available  projections  seem  to  indicate  that  for  the 
decade  of  the  1980s,  it  appears  likely  that  the  average  annual  growth  rates  of 
GDP  for  the  world  economy,  and  for  both  the  developing  countries  and  the  in- 
dustrial market  economies  alike,  would  be  lower  than  those  of  the  1970s.10 


Except  for  low  income  developing  countries:  within  the  two  decades  of  1960s  and  1970s,  their 
average  growth  rates  were  between  4-5  per  cent,  and  in  early  1980s  the  figure  increased  to  over 
5  per  cent. 

8The  growth  rates  in  industrial  market  economies  were  reversed  from  a  negative  figure  in  1982 
to  2.3  per  cent  in  1983,  which  was  also  higher  than  the  figures  for  1981  and  1982  (cf.  Table  1).  By 
contrast,  the  growth  rates  of  the  developing  countries  continued  to  decline,  from  2.5  per  cent  in 
1980  to  1.0  per  cent  in  1983.  The  developing  countries  in  East  Asia  and  Pacific,  however,  ex- 
perienced not  only  an  increase  in  their  growth  rate  for  1983  (6.4  per  cent  compared  to  4.2  per  cent 
in  1982),  but  at  considerably  higher  than  average  figure  as  well. 

9See  World  Development  Report  1984,  pp.  34-50. 

1(The  experience  of  seven  major  industrial  countries  since  the  mid-1960s  shows  that  there  has 
been  not  only  marked  cycles,  but  an  adverse  underlying  trend  in  GDP  growth  as  well  (see  World 
Development  Report  1984,  p.  12).  Since  1968,  GDP  growth  rates  for  these  industrial  countries 
have  shown  three  downturns;  while  I  he  present  recovery  appears  to  be  the  third  strong  upswing, 
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World  Trade:  The  Debut  of  A  Decline  in  Value 

Concomitant  with  the  decline  in  the  growth  rates  of  GDP  was  the  decline 
in  the  volume  growth  rates  of  world  trade:  the  rate  of  growth  of  world  trade  in 
real  terms  for  the  decade  of  the  1970s  was  about  halved  compared  to  that  of 
the  previous  decade  of  the  1960s  from  around  8-9  per  cent  to  about  4-5  per 
cent  per  annum.11  Nevertheless,  the  value  of  world  trade  in  the  decade  of  the 
1970s  expanded  considerably,  at  an  average  annual  rate  of  over  20  per  cent, 
much  higher  than  that  attained  in  the  1960s  (cf.  the  footnote  no.  6).  Thus,  while 
the  growth  rates  of  world  trade  volumes  had  experienced  a  decline,  since  the 
end  of  the  Second  World  War  until  the  year  1980  the  value  of  world  trade  con- 
tinued to  accelerate.  In  the  early  1980s,  however,  continued  expansion  in 
world  trade  can  no  longer  be  taken  for  granted;  as  can  be  seen  from  Table  2, 
during  1981-1983  the  value  of  world  trade  in  fact  contracted  for  the  first  time. 


Table  2 

VALUE  OF  WORLD  EXPORTS  AND  IMPORTS: 
AVERAGE  ANNUAL  GROWTH  RATES,  1970-1983 
(in  percentage) 


1970-80              1981                  1982  1983 
Grouping  ■  


Export 

Import 

Export 

Import 

Export 

Import 

Export 

Import 

World  economy 

20.7 

20.5 

-1.7 

-0.6 

-7.7 

-5.6 

-2.7 

-4.1 

Industrial  market 

economies 

18.9 

19.8 

-1.6 

-5.3 

-5.2 

-6.1 

-1.2 

-1.0 

Oil-exporting  countries 

38.9 

29.7 

-8.0 

18.1 

-22.5 

6.7 

-18.2 

-15.4 

Other  developing  countries 

20.7 

21.2 

3.8 

8.3 

-4.8 

-10.5 

1.8 

-5~.4 

Source:    International  Financial  Statistics  Yearbook  1984,  and  Supplement. 

The  reduction  in  the  value  of  trade  that  started  in  1981  was  mild  compared 
to  1982,  but  nevertheless  continued  until  1983,  so  that  for  the  two  vears 

in  none  of  the  subsequent  years  has  GDP  growth  matched  the  peak  rate  of  1973  (at  6  per  cent). 
Similarly,  GDP1  growth  in  the  world  economy  in  any  subsequent  year  has  not  come  near  to  the 
peak  rate  of  1973  (6.1  per  cent),  and  so  has  been  the  case  with  non-oil  developing  countries  (6.3  per 
cent  in  1973);  the  same  can  be  observed  in  non-oil  exporting  countries,  except  that  the  peak  oc- 
cured  one  year  later  in  1974  (at  1 1.9  per  cenO 

"See  W.  Arthur  Lewis,  "The  Slowing  Down  of  the  Engine  of  Growth,"  American  Economic 
Review,  Vol.  70,  pp.  555-564. 
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1982-1983  the  average  decline  was  over  5  per  cent.  Not  all  countries,  however, 
followed  the  decline;  as  can  be  seen  from  Table  3,  the  trade  value  of  the  Newly 
Industrialising  Countries  in  Asia  (Asian  NICs)  in  particular  continued  to 
expand. 


Table  3 


DEVELOPING  COUNTRIES  IN  ASIA  AND  THE  PACIFIC: 
GROWTH  OF  TOTAL  AND  MANUFACTURED  EXPORT,  1970-19833 


Value  Average  Annual  Growth  Rate 

Country  Group  (in  billion  US$)  of  Value  (in  per  cent) 


1970  1979  1970-1979  1980-1981  1982-1983 


Asian  NICs 

6.4 

(4.4) 

61.0 

(46.0) 

28 

5 

(29 

7) 

19.2 

(19 

8) 

3.4 

Hong  Kong 

2.5 

(2.3) 

15.1 

(13.9) 

22 

1 

(22 

0) 

19.9 

(19 

5) 

0.4 

Korea 

0.8 

(0.6) 

15.0 

(12.3) 

37 

9 

(39 

2) 

18.9 

(18 

6) 

5.8 

Taiwan 

1.4 

(1.0) 

16.0 

(13.4) 

30 

8 

(33 

0) 

18.7 

(20 

7) 

5.3 

Singapore 

1.6 

(0.4) 

14.7 

(6.3) 

28 

0 

(34 

2) 

19.3 

(20 

8) 

2.0 

ASEANb 

4.5 

(0.2) 

36.6 

(4.4) 

26 

2 

(39 

4) 

15.0 

(15 

5) 

-2.0 

Indonesia 

1.0 

(-) 

15.6 

(0.4) 

34 

9 

(47 

4) 

23.6 

(28 

1) 

-5.8 

Malaysia 

1.7 

(0.1) 

11.  if 

(1.9) 

23 

3 

(38 

0) 

3.1 

(9 

6) 

9.6 

Philippines 

1.1 

(0.1) 

4.6 

(0.9) 

17 

7 

(33 

8) 

11.5 

(17 

0) 

-7.2 

Thailand 

0.7 

(-) 

5.3 

(1.2) 

25 

0 

(47 

1) 

15.1 

(20 

0) 

-6.3 

Other  developing 

countries 

44.4 

(5.5) 

322.6 

(36.8) 

24 

6 

(23 

5) 

16.0 

(14 

8) 

-14.7 

World  economy 

312.3  (172.9) 

1,639.3 

(870.9) 

20 

2 

(19 

7) 

10.0 

(17 

4) 

-5.2 

a  Figures  in  brackets  indicate  export  values  of  manufactured  goods,  i.e.SITC  5  +  6-67-68  +  7  +  8. 
b  Excluding  Singapore. 

Source:    Seiji  Naya,  "Industrial  and  Trade  Policies  in  Developing  Asian  Countries:  A  Com- 
parative Analysis,"  (unpublished). 


From  Table  2  and  Table  3  certain  features  in  the  pattern  of  the  growth  rates 
of  trade  value  can  be  observed.  First,  in  the  past  decade  of  the  1970s,  average 
growth  rates  for  the  developing  countries  were  higher  than  that  of  the  in- 
dustrial market  economies;  among  the  developing  countries,  the  growth  rates 
of  manufactured  goods  were  in  general  higher  than  those  of  total  exports. 
Second,  with  the  onset  of  recession,  the  average  growth  rate  of  world  export 
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for  1980-1981  declined  by  half  compared  to  that  of  the  previous  decade,  but 
manufactured  exports  continued  to  grow  buoyantly;  the  average  growth  rates 
of  total  exports  for  the  developing  countries  (in  the  range  of  15-20  per  cent) 
were  still  considerably  higher  than  that  of  the  industrial  market  economies 
(about  8  per  cent).  Third,  by  1982-1983,  however,  the  decline  in  the  trade 
values  of  the  developing  countries,  especially  the  oil-exporting  countries,  was 
sharper  than  that  of  the  industrial  market  economies,  except  for  the  Asian 
NICs  which  continued  to  enjoy  modest  trade  expansion. 

Thus,  similar  to  that  in  regard  to  the  pattern  of  the  growth  rates  of  GDP 
discussed  earlier,  figures  for  1982-1983  indicate  that  there  may  also  occur  a 
major  departure  from  the  past  pattern  of  growth  in  the  value  of  trade.  Again  it 
cannot  be  ascertained  whether  this  is  a  mere  temporary  deviation  or  whether  in 
fact  it  is  a  reflection  of  a  fundamental  change.  For  it  has  not  been  established 
whether  the  trade  contraction,  and  the  change  in  its  pattern,  can  be  explained 
solely  in  terms  of  the  sluggish  GDP  growth.  In  any  case,  the  experience  seems 
to  have  contributed  to  the  growing  pessimism,  that  the  prospect  of  a  slow 
economic  growth  environment,  combined  with  increased  protectionism  and 
other  factors,  would  all  but  preclude  the  developing  countries  from  duplicating 
the  success  in  export  performance  experienced  in  the  1970s.  This  may  in  turn 
reinforce  the  argument  made  earlier,  that  the  economic  growth  of  the  de- 
veloping countries  in  the  1980s  would  on  the  average  be  lower  than  that  of 
1970s. 


The  Decade  of  the  1970s:  Major  Upheavals 

The  decade  of  the  1970s  is  perhaps  unusual,  in  that  there  occured  un- 
precedented major  upheavals  in  the  international  economic  environment.  First 
there  was  the  Nixon  shock,  bringing  an  end  to  the  Bretton  Woods  system 
based  on  fixed  exchange  rate.12  This  event  culminated  in  the  institution  of 
general  floating  in  1973,  and  flexible  exchange  rates  system  that  followed  has 
allowed  several  re-adjustments  in  exchange  rates,  thereby  contributing  to 
global  monetary  instability.  By  the  end  of  the  decade,  the  US  dollar  was 
worth,  in  terms  of  SDR,  about  one-third  less  than  at  the  beginning,  making 
dollar  obligations  less  burdensome;  since  1980,  however,  there  was  a  sharp 
reversal  and  in  the  early  1980s  the  US  dollar  continued  to  move  back  towards 
parity  with  SDR  (cf.  Table  4). 

12In  December  1971  foreign  exchange  rates  were  adjusted  under  the  Smithsonian  Agreement, 
which  in  efect  amounted  to  a  devaluation  of  the  US  dollar  against  other  major  currencies  and  was 
a  de  facto  collapse  of  the  Bretton  Woods  regime.  At  that  time  the  change  seems  to  reflect  the  effect 
of  the  strong  pressure  on  the  dollar  caused  by  huge  current  account  deficits,  and  the  loss  of  US 
leadership  in  the  world  economy. 
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Table  4 

US  DOLLAR  EXCHANGE  RATE  IN  SDR,  1970-1983 


End  Year 

Rate 

1970 

1.00000 

1971 

1.08571 

1972 

1.08571 

1973 

1  ?0fi1S 

1  .  LUUJ  J 

1974 

1.22435 

1975 

1.17066 

1976 

1.16183 

1977 

1.21471 

1978 

1.30279 

1979 

1.31733 

1980 

1.27541 

1981 

1.16396 

1982 

1.10311 

1983 

1.04695 

Source:    International  Financial  Statistics. 


Subsequently,  there  were  the  two  oil  shocks  in  1973  and  in  1979,  which 
caused  wide  shifts  in  the  terms  of  trade,  and  created  conditions  that  could  have 
slowed  secular  growth  and  did  in  fact  trigger  world  recession.  The  first  re- 
cession of  1974-1975  in  the  world  economy  and  in  the  industrial  market 
economies  was  sharp,  but  the  duration  was  short;  the  developing  countries 
were  not  too  badly  affected.13  The  second  recession  of  1980-1983  on  the  other 
hand  was  not  so  sharp  but  it  lingered  longer,  and  the  developing  countries  were 
more  severely  affected.14 


I3GDP  growth  rates  for  the  world  economy. fell  sharply  from  6.1  per  cent  in  1973  to  1.9  per 
cent  in  1974  and  0.5  per  cent  in  1975,  but  rose  again  to  5.2  per  cent  in  the  subsequent  year.  Similar- 
ly, GDP  growth  rates  for  the  industrial  market  economies  also  fell  sharply  from  6.0  per  cent  in 
1973  to  0.8  per  cent  in  1974,  then  to  -0.4  per  cent  in  1975,  but  subsequently  rose  to  5.0  per  cent.  In 
the  developing  countries  on  the  other  hand,  GDP  growth  was  7.4  per  cent  in  1973,  fell  modestly  to 
5.9  and  4.0  per  cent  in  1974  and  1975  respectively,  before  rising  to  6.3  per  cent  in  1976. 

,4GDP  growth  rates  for  the  world  economy  continued  to  fall,  but  less  sharply,  from  3.7  per 
cent  in  1979  to  2.0,  1.8,  and  close  to  zero  per  cent  in  the  subsequent  years,  and  estimated  to  have 
risen  to  only  about  2.4  per  cent  in  1983.  Similarly,  GDP  growth  rates  for  the  industrial  market 
economies  declined  from  3.3  per  cent  in  1979  to  1.3  per  cent  in  both  1980  and  1981,  then  to  -0.5  per 
cent  in  1982,  and  estimated  to  have  risen  to  about  2.3  per  cent  in  1983.  GDP  growth  rates  for  the 
developing  countries,  on  the  other  hand,  fell  more  sharply  from  about  5  per  cent  in  1979  to  2.5  per 
cent  in  1980,  and  continued  to  fall  until  1983. 


ECONOMIC  ISSUES 


323 


Perhaps  the  developing  countries  had  fared  better  partly  because  the  dura- 
tion of  the  first  recession  was  shorter,  and  partly  due  to  the  fact  that  existing 
condition  allowed  them  to  borrow  heavily  abroad.  The  second  recession, 
however,  was  longer,  and  in  the  meanwhile  the  availability  of  foreign  capital 
declined  abruptly  after  1981,  imposing  substantial  pressure  on  those  de- 
veloping countries  that  had  come  to  rely  on  foreign  loans  as  a  principal  means 
of  escaping  from  the  adverse  effect  of  world  recession.  In  any  case,  an 
examination  of  the  pattern  of  growth  rates  of  GDP  for  the  developing  coun- 
tries and  the  industrial  market  economies  throughout  1960-1983  indicate  that 
growth  in  the  former  has  been  significantly  related  to  that  of  the  latter.15 

The  first  two  upheavals  were  accompanied  by  a  large  drop  in  the  economic 
growth  of  the  industrial  market  economies.  GDP  growth,  which  had  been  at 
an  average  annual  rate  of  4.9  per  cent  throughout  1960-1973,  was  cut  by  more 
than  two-fifth  in  the  subsequent  period  until  the  next  upheaval.16  By  the  time 
the  next  upheaval  occured  in  1979,  GDP  growth  during  the  subsequent  re- 
cession was  again  cut,  this  time  by  more  than  three-fifths  compared  to  the 
already  low  growth  in  1973-1979.  This,  of  course,  is  not  meant  to  convey  the 
impression  that  the  declines  in  growth  were  caused  by  the  upheavals. 

By  examining  the  GDP  growth  rates  in  the  industrial  market  economies 
throughout  the  period  1960-1983,  it  could  be  discerned  that  the  trend  of  de- 
clining growth  is  already  noticeable  even  prior  to  1973.  If  this  were  to  indicate 
the  tendency  for  a  long-term  decline  in  economic  growth,  then  certain  under- 
lying conditions  must  have  existed  already.  In  this  case,  the  upheavals  may 
have  become  the  contributing  factors  for,  but  by  no  means  the  cause  of,  the 
deterioration  in  economic  performance  of  the  industrial  market  economies. 

Policy  Context 

Whatever  may  have  been  the  policy  response  in  the  industrial  market 
economies  to  the  major  upheavals  of  the  1970s,  subsequent  adjustments  that 
occurred  brought  the  decade  to  an  end  with  the  phenomena  of  inflation  ac- 
celerating, unemployment  steadily  rising,  and  GDP  growth  decelerating,  while 
new  protectionism  widespread  and  debts  growing.  A  cursory  look  at  the 
available  data,  however,  seems  to  suggest  that  the  first  three  are  not  new 
phenomena,  and  their  occurrance  could  be  traced  back  to  the  mid-1960s. 

Since  the  later  part  of  1960s  inflation  and  unemployment  in  industrial 
market  economies  have  tended  to  follow  GDP  growth,  with  a  lag  of  about  a 

l5See,  World  Development  Report  1984,  Figure  2.1,  p.  12. 

I6l!  can  be  noted  thai  Japan's  GDP  growth  which  had  been  above  10  per  cent  per  annum  prior 
to  1973, -was  cut  in  half  in  the  period  after  1974. 
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year  and  in  opposite  directions.  Even  prior  to  1973,  there  is  already  evidence  of 
stagflation,  characterised  by  accelerating  inflation  with  greater  unemployment 
and  continued  deterioration  in  economic  performance.  The  major  upheavals 
may  have  aggravated  the  problem,  but  certainly  do  not  constitute  the  cause. 

In  the  manufacturing  sector,  which  is  an  important  determinant  for  em- 
ployment and  economic  growth  in  industrial  market  economies,  the  growth  of 
labour  productivity  had  indicated  a  tendency  towards  slowdown.17  With 
labour  market  rigidities,  however,  real  wages  were  rising  at  rates  faster  then 
warranted  by  the  underlying  productivity  growth  during  the  late  1960s  and  by 
the  early  1970s.18  Meanwhile,  capital-output  ratios  were  rising,  and  real  rates 
of  return  on  corporate  capital  fell  in  1970-1973  through  1974-1976  compared 
to  the  period  1965-1969.  Governments  made  efforts  to  achieve  the  required 
stability  in  the  labour  market  through  some  form  of  incomes  policy,  combined 
with  fiscal  and  monetary  expansion,  and  letting  both  unemployment  and  infla- 
tion rose.19 

Changes  in  the  underlying  conditions  that  had  been  in  evidence  since  prior 
to  1973  may  have  explained  the  tendency  towards  slower  economic  growth, 
and  according  to  the  World  Bank  these  changes  involved  four  factors.20  First, 
by  the  late  1960s  opportunities  for  catching  up  with  the  United  States  tech- 
nological superiority  had  been  largely  exploited  by  both  Japan  and  Western 


17Among  seven  industrial  countries  (Canada,  France,  Federal  Republic  of  Germany,  Italy, 
Japan,  United  Kingdom,  and  United  States),  the  growths  rates  in  labour  productivity  for  the 
manufacturing  sector  throughout  1962-1969  were  in  the  range  of  3.1  per  cent  in  the  United  States 
and  11.2  per  cent  in  Japan:  in  1969-1973,  the  range  was  narrowed  to  3.2  per  cent  in  the  United 
States  to  8.7  per  cent  in  Japan  while  in  each  country  except  Italy  the  rates  declined;  by  1973-1975  in 
all  other  countries  except  the  Federal  Republic  of  Germany  the  growth  rates  further  declined 
sharply  while  four  countries  experienced  negative  growth  (in  the  range  of  -1 .8  per  cent  in  Japan  to 
-0.3  per  cent. in  the  United  States). 

l8Faced  with  the  higher  costs  of  employing  labour,  firms  shifted  to  more  capital-intensive 
methods  of  production,  which  also  contributed  to  sharply  rising  unemployment. 

19Given  real  wage  inflexibility,  government  policies  contributed  to  stagflation.  In  view  of  the 
productivity  slowdown,  the  rate  of  increase  in  real  wage  that  would  have  been  compatible  with  full 
employment  should  have  been  lowered.  It  appeares,  however,  that  only  Japan,  the  United  States, 
and  Canada  adjusted  quickly,  where  the  rates  of  growth  in  real  product  wage  during  1973-1975 
compared  to  1969-1973  declined  sharply  in  Japan  from  12.6  per  cent  to  0.6  per  cent,  while  the  cor- 
responding figures  for  the  United  States  and  Canada  were  both  from  3.6  to  0.1  per  cent;  in 
Western  Europe  the  adjustment  only  occurred  in  late  1970s.  Thus,  while  the  United  States  and  the 
European  Community  have  a  similar  size  of  labour  force,  employment  in  the  1970s  grew  by  about 
20  million  in  the  former  and  by  only  2  million  in  the  latter. 

^See,  World  Development  Report  1984. 


ECONOMIC  ISSUES 


325 


Europe,  and  hence  a  source  of  rapid  growth  declined  in  significance. 
Secondly,  the  shift  of  workers  from  low-productivity  agriculture  to  high- 
productivity  manufacturing  had  also  largely  been  exhausted.  Third,  the  in- 
creasing share  of  service  industries  in  GDP  may  have  slowed  economic  growth, 
given  its  lower  productivity  growth  compared  to  manufacturing.  Finally,  trade 
liberalisation  and  re-integration  of  the  industrial  market  economies,  which  had 
boosted  growth  for  at  least  two  decades,  was  no  longer  providing  the  stimulus 
it  did  earlier. 

All  the  factors  mentioned  above  were  further  exacerbated  by  the  growth  and 
pattern  of  public  spending,  taxation  and  fiscal  deficits  in  the  industrial  market 
economies.  The  root  of  the  problem  of  inflation,  unemployment,  and  slow 
growth  lies  in  the  inter-linkages  between  the  changes  in  underlying  conditions 
and  policy-induced  developments  that  were  brought  about  by  pressures  in  the 
labour  market  and  on  public  finance.  These  policy-induced  developments  were 
the  results  of  first,  accommodation  to  labour  market  pressures,  contributing 
to  the  increasing  rigidity  of  the  labour  market  and  the  resulting  strong  upward 
pressure  on  real  wages;  and  secondly,  increased  reliance  on  deficit  financing 
which  contributed  to  high  interest  rates.  The  major  upheavals  of  the  1970s 
compounded  the  difficulties  and  required  adjustments  which  the  industrial 
countries  found  difficult  to  make,  so  that  there  occurred  the  stop-go  pattern 
of  cyclical  disturbances  combined  with  rising  unemployment  and  accelerating 
inflation,  bringing  about  monetary  instability,  growing  debt,  and  protec- 
tionism. 


2lIn  fact,  during  the  1970s  many  believed  that  the  world  already  entered  into  a  period  of  stag- 
nation in  technological  innovation.  This  may  perhaps  have  turned  out  to  be  a  misconception,  due 
to  the  failure  to  perceive  adequately  the  fundamental  difference  between  current  technological 
innovation  and  any  other  that  had  come  before.  Technological  development  from  the  1940s 
through  the  1960s  had  been  a  mix  of  both  innovations  and  historically  unprecedented  number  of 
trail-blazing  inventions.  Since  successive  inventions  of  epochal  new  technologies  (transistor,  televi- 
sion, computer,  nylon,  jet  engine,  nuclear  power,  anti-biotics,  etc.)  had  unleashed  a  flood  of 
technological  innovations,  invention  and  innovation  came  to  be  regarded  as  one  and  the  same 
thing.  Since  the  1960s,  on  the  other  hand,  it  is  hard  to  find  any  technological  innovation  which  is 
based  on  completely  new  principles.  In  electronics,  the  transistor  was  the  last  revolutionary  inven- 
tion; even  what  has  been  considered  as  micro-computer  revolution  is  a  mere  extension  of  the  ap- 
plication of  the  transistor  and  not  based  on  significant  departures  from  known  principle.  Never- 
theless, although  advances  in  technological  innovations  in  micro-electronics  are  only  an  extension 
of  developments  in  semi-conductor  technology  (beginning  in  1948  with  the  development  of  the 
transistor,  followed  by  IC  in  the  1960s,  and  LSI  and  VLSI  in  the  1970s),  they  are  in  fact  revolu- 
tionary and  have  precipitated  momentous  transformation  in  human  history,  bringing  about  a  new 
age  of  technology.  See  for  example  M.  Moritani,  Japanese  Technology  (Tokyo:  Simul  Press, 
1982). 
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MONETARY  INSTABILITY 

The  end  of  the  Bretton  Woods  system,  in  and  by  itself,  would  have  led  to 
monetary  instability  anyway.  On  the  other  hand,  and  particularly  in  the  face 
of  labour  market  rigidities,  increased  deficit  financing,  and  adverse  underlying 
conditions,  the  oil  price  increase  should  have  been  followed  by  policies  of 
adjustments.  Instead,  during  the  1970s  the  industrial  market  economies  fol- 
lowed accommodating  policies,  designed  to  minimise  the  employment  and  real 
income  effects  of  the  adverse  developments,  but  at  the  cost  of  unleasing  infla- 
tionary forces. 

Meanwhile,  the  markets  became  more  sensitive  and  there  developed  certain 
psychological  conditioning:  as  soon  as  it  was  widely  believed  that  governments 
were  to  embark  on  an  inflationary  course,  nominal  wages  rose  while  bond 
prices  and  exchange  rates  fell.  Given  the  floating  exchange  rates,  this  resulted 
in  the  tendency  for  inflation  to  rise  mere  quickly  than  anticipated  and,  in  turn, 
for  authorities  to  be  forced  to  impose  monetary  restraint  sooner  than  would 
have  been  necessary.  In  any  case,  inflation  rose  rapidly  in  the  industrial  market 
economies  and  in  the  global  economy  (cf.  Table  5).  In  the  context  of  general 
world  inflation,  by  the  end  of  the  decade  of  the  1970s  the  worth  of  the  major 
international  currency,  the  US  dollar,  was  one-third  less  than  at  the  beginning 
(cf.  Table  4);  in  terms  of  certain  major  currencies,  the  dollar  depreciated  about 
50  per  cent  against  the  German  mark  and  about  60  per  cent  against  the 
Japanese  Yen. 

By  the  end  of  the  1970s,  it  came  to  be  recognised  that  countries  were  caught 
in  an  escalating  round  of  price  increases,  requiring  the  acceptance  of  the  real 
cost  necessary  to  break  the  escalation.22  At  the  same  time,  the  general  well- 
being  and  the  age  composition  of  the  working  population  in  industrial  coun- 
tries gave  rise  to  a  political  block  with  a  strong  interest  in  the  control  of  infla- 
tion. Thus,  there  was  a  sharp  reversal  from  accommodating  policies  of  the 
1970s  to  those  of  disinflation,  which  may  be  seen  as  a  determined  attempt  to 
break  out  of  the  vicious  spiral  of  labour  market  regidities,  inflation,  macro- 
economic  instability,  and  slow  growth.  It  was  however  difficult  to  reduce  in- 
flation which  had  reached  the  magnitude  of  the  1970s  without  some  loss  of 
production  and  employment.  Furthermore,  in  the  public  minds  the  credibility 
of  government  commitment  to  reduce  inflation  seems  to  have  not  been  un- 
questioned; accordingly,  nominal  interest  rates  did  not  decline  as  inflation 

22The  control  of  inflation  became  part  of  the  1980  US  election  campaign,  with  the  Republican 
presidential  candidate  seen  as  more  likely  to  achieve  the  goal.  Under  President  Reagan  fiscal  policy 
was  alternatively  expansive  and  contractive,  but  not  enough  to  offset  the  tight  money  policy  of  the 
Fed,  whose  Chairman  that  had  been  appointed  by  President  Carter  was  determined  to  control  in- 
flation and  not  to  bail  the  government  out  of  its  growing  deficit. 
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declined,  and  disinflation  was  accompanied  by  the  rise  in  real  interest  rates. 
The  result  was,  as  characterised  by  the  World  Bank,  "the  worst  recession  since 
the  1930s."24 

Table  5 

.  CONSUMER  PRICES  AND  REAL  INTEREST  RATES,  1970-1983 

(in  percentage) 


Consumer  Prices                    Real  Interest  Rates1 
Year     


Industrial 
Countries 

World 

US 

Treasury  Bill 

LIBOR 

1970 

5.6 

6.0 

3.94 

4.95 

1971 

5.2 

5.9 

6.34 

8.71 

1972 

4.6 

5.7 

-1.03 

0.49 

1973 

7.6 

9.4 

-26.37 

-24.03 

1974 

13.3 

15.2' 

-28.23 

-24.96 

1975 

11.1 

13.3 

6.82 

8.12 

1976 

8.3 

11.1 

-0.91 

-0.19 

1977 

8.4 

11.3 

-9.73 

-8.87 

1978 

7.2 

9.6 

4.32 

6.40 

1979 

9.1 

12.4 

-6.46 

-4.79 

1980 

11.9 

15.8 

-3.48 

-1.66 

1981 

9.9 

14.1 

20.38 

22.40 

1982 

7.5 

12.3 

17.32 

20.10 

1983 

5.0 

12.6 

12.62 

14.10 

Note:   Calculated  in  terms  of  unite  value  index  of  exports  for  non-oil  exporting  developing 
countries. 


Source:    International  Financial  Statistics  1984. 

Disinflation  could  be  considered  successful  in  reaching  its  immediate  ob- 
jective.25 The  costs  are  however  in  many  ways  enormous.  First,  and  the  most 
obvious,  is  the  loss  in  production,  particularly  in  the  United  States,  whose 

23If  the  extent  and  persistence  of  monetary  tightening  had  been  fully  anticipated,  nominal  in- 
terest rates  would  have  declined  as  inflation  declined.  Apparently'this  was  not  the  case,  evidence  of 
how  long  it  took,  once  established,  to  bring  inflationary  expectations  down,  and  in  the  meantime 
the  credit  market  was  getting  tight.  With  growing  budget  deficits  in  the  United  States  and  several 
European  countries,  and  the  decline  in  the  surplus  of  oil-exporting  countries,  the  supply  of  real 
savings  in  the  world  economy  also  declined.  Furthermore,  with  slow  and  unstable  growth,  gross 
and  net  savings  rates  had  declined:  net  savings  rates  in  industrial  market  economies,  which  peaked 
in  1973  at  14.1  per  cent  of  GDP,  subsequently  hovered  in  the  range  of  9-10  per  cent. 

u  World  Development  Report  1984,  p.  20. 

25Although,  with  few  exceptions,  rates  of  inflation  remained  above  the  average  for  the  1960s, 
among  major  industrial  countries  the  reduction  in  inflationary  rate  was  particularly  sharp  in  the 
United  States.. 
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amount  of  decline  is  larger  than  the  combined  GDP  of  many  developing  coun- 
tries; while  there  is  evidence  of  recovery,  it  is  not  certain  whether  the  recovery 
could  be  sustained: 

Table  6 


WORLD  ECONOMIC  PERFORMANCE:  GROWTH  RATES  OF  GNP,  1981-1985 

(in  percentage) 


Country  Group 

1981 

1982 

1983 

1984 

1985a 

OECD  Countries 

1.7 

-0.3 

2.6 

4.7 

3 

USA 

-2.5 

-2.1 

3.7 

6.3 

3 

EEC 

-0.4 

0.6 

1.1 

2.2 

2.5 

Japan 

4.0 

3.3 

3.0 

5.7 

5 

Developing  Countries 

1.2 

0.2 

0.8 

Oil-exporting 

-4.0 

4.3 

-1.1 

Non-oil  exporting 

2.8 

1.5 

1.6 

Africa 

1.8 

1.2 

0.1 

Asia 

5.1 

4.5 

6.5 

Middle  East. 

5.4 

3.4 

4.2 

Western  Hemisphere 

0.2 

-1.6 

-2.3 

Note:   a  Projected. 


Source:   OECD.  OECD  Economic  Outlook  1984. 

Secondly,  there  are  questions  of  whether  the  adverse  effects  for  world  trade 
and  the  world  trading  system  are  transient,  or  whether  it  would  become  per- 
manent. It  may  be  recalled  from  Table  3  that  the  value  of  world  trade  actually 
fell  during  the  recession.  The  decline  in  world  trade  may  have  been  partly  the 
result  of  the  recession  itself,  but  of  more  significance  is  the  possibility  that  it 
has  been  related  to  the  widespread  and  apparent  growth  of  protectionism 
(which  has  increasingly  taken  covert  and  obscure  forms,  and  therefore  dif- 
ficult to  measure  quantitatively),  and  the  consequent  effect  that  protectionism 
may  have  had  on  the  pattern  of  world  investment. 

Third,  there  may  be  serious  repercussions  for  the  international  financial 
system  and  global  monetary  stability,  partly  due  to  the  mix  of  the  use  of  fiscal 
and  monetary  policies  pursued  by  the  United  States,  and  partly  to  the  volatile 
movement  in  real  interest  rates.  Since  the  United  States,  has  a  relatively  low 
savings  rates,  the  growing  budget  deficit  financed  by  borrowings  has  im- 
mediately resulted  in  the  rise  in  the  interest  rates.  The  relatively  high  interest 
rates  in  the  United  States  have  attracted  substantial  capital  inflows,  and  ac- 
companied by  large  appreciation  of  the  US  dollar  and  an  upward  pressure  on 
the  levels  of  interest  rate  worldwide. 
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What  has  been  mentioned  above  might  have  been  a  plausible  explanation 
of  what  happened,  but  the  relationship  between  high  interests  in  the  United 
States  and  the  strengthening  of  the  US  dollar  is  in  fact  perhaps  more  com- 
plicated than  it  appears  to  be.  For,  if  the  former  causes  the  latter,  than  a 
decline  in  US  interest  rate  should  be  accompanied  by  a  weakening  of  the 
dollar.  This,  however,  does  not  seem  to  have  been  the  case:  for  instance, 
between  April  and  December  1984  the  US  prime  rates  declined  from  12  to 
10.75  per  cent;  instead  of  the  US  dollar  weakened,  the  German  mark,  British 
pound,  and  Swiss  franc  depreciated  against  the  dollar  by  around  20  per  cent. 

In  order  for  the  causal  relationship  to  hold  true,  it  must  be  true  that  the  level 
of  interest  rates  determines  the  demand  for  dollars  by  foreigners.  Available 
data,  on  the  other  hand,  seems  to  indicate  that  the  strength  of  the  dollar 
reflects  less  an  increased  demand  for  dollar  by  foreigners  than  a  decreased 
demand  for  foreign  currencies  by  Americans.26  If  this  were  to  be  the  case,  then 
the  US  dollar  would  continue  to  remain  strong  as  long  as  the  United  States 
leads  the  world  economic  recovery;  hence,  the  other  relationship,  viz.  that  the 
rise  in  the  US  interest  rate  was  accompanied  by  rising  levels  of  interest  rate 
worldwide,  is  again  perhaps  less  of  a  causal  relation  than  a  reflection  of  im- 
balances in  economic  performance. 

Whatever  would  be  the  correct  explanation  for  the  strengthening  of  the  US 
dollar,  it  has  produced  serious  effects  for  the  international  financial  system 
and  the  global  monetary  stability  due  to  the  fact  that  the  bulk  of  international 
indebtedness  is  denominated  in  dollars  on  the  one  hand,  and  a  combination  of 
the  following  factors  on  the  other.  First,  the  switch  from  accommodating 
policies  to  disinflation,  in  conjuction  with  the  mix  of  fiscal  and  monetary 
policies  adopted  by  the  United  States,  has  made  nominal  interest  rates  high; 
with  inflation  falling,  real  interest  rates  rose.27  Second,  the  US  dollar  has  con- 


^The  amount  of  foreign  investment  in  the  United  States  in  1984,  when  the  US  prime  rates  were 
between  10.75  and  12  per  cent,  was  roughly  equal  to  that  of  1981  (about  US$83  billion),  when  the 
rates  were  between  15.5  and  20  per  cent,  indicating  that  the  decline  in  interest  rates  did  not  reduce 
foreign  investment  in  the  US.  On  the  other  hand,  US  investment  abroad  declined  from  about 
US$108  billion  in  1982  to  less  than  US$2  billion  in  1984,  and  US  lending  overseas  from  about 
US$1 10  billion  in  1982  to  a  meagre  US$300  million  in  1984.  Apparently,  US  investors  have  chosen 
to  shift  the  distribution  of  their  investments  from  foreign  to  US  assets,  and  US  bank  lending  has 
also  shifted  towards  the  US,  borrowing  foreign  currencies  and  convert  it  to  the  US  dollar  ia  the 
process. 

27During  1960-1973  the  real  interest  rate  in  the  Euro-currency  market,  measured  in  terms  of 
three-months  dollar  rate  and  the  US  GDP  deflator,  averaged  2.5  per  cent,  while  in  1973-1979  the 
average  declined  to  only  0.7  per  cent  (at  various  times  it  was  negative);  in  1981  and  1982,  on  the 
other  hand,  the  rates  surged  to  about  7  per  cent.  With  low  and  falling  real  interest  rates,  there  had 
been  a  tendency  toward  increased  indebtedness;  as  the  real  interest  rates  suddenly  jumped,  serious 
difficulties  were  bound  to  follow  from  the  increased  burden  of  servicing  the  debts. 
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tinued  to  appreciate,  making  monetary  management  more  difficult.28  Third, 
high  interest  rates  and  appreciation  of  the  dollar  seem  to  have  indicated  the 
tightness  of  international  credit  markets:  thus,  economic  growth  is  inhibited 
not  only  by  the  cost,  but  also  the  availability,  of  financing.29 

All  these  factors  are  powerful  forces  for  generating  global  monetary  in- 
stability. Given  the  huge  amount  of  dollar-denominated  debts,  on  the  other 
hand,  the  rise  in  nominal  and  real  interest  rates  and  the  slowdown,  or  even 
halting,  of  new  lending  could  raise  the  spectre  of  a  global  financial  crisis. 


INTERNATIONAL  INDEBTEDNESS 

In  earlier  times,  maintenance  of  high  growth  and  near  full  employment  in 
the  industrial  countries  had'  produced  more  trade  and  less  protection,  pro- 
viding a  boost  to  world  trade.  Inflation  and  near  zero  or  even  negative  real  in- 
terest rates  in  the  1970s  helped  debtors  in  general:  in  this  context,  it  was  almost 
impossible  to  borrow  too  much,  and  the  tendency  towards  increased  in- 
debtedness became  a  general  feature.  Subsequently  the  equation  changed  when 
there  occurred  disinflation,  slowdown  in  the  growth  of  industrial  countries, 
rising  nominal  and  interest  rates,  continued  appreciation  of  the  dollar,  and  in- 
creased protectionism. 

The  accommodating  policies  pursued  by  the  industrial  countries,  together 
with  the  huge  increase  in  world's  availability  of  credits  from  the  recycling  of 
large  surplusses  of  oil  exporting  countries,  had  allowed  the  developing  coun- 
tries that  chose  to  do  so  to  also  follow  accommodating  policies.  The  common 
policies  adopted  by  the  developing  countries,  especially  the  middle-income 
countries,  in  the  1970s  were  to  stimulate  demand  through  expansionary 
monetary  and  fiscal  policies,  while  the  favourable  external  condition  allowed 
the  financing  of  the  resulting  current  account  deficits  through  commercial 
borrowing.  The  total  current  account  deficit  (excluding  official  transfers)  of 
the  developing  countries  rose  continuously,  and  shows  a  dramatic  increase 
from  about  US$13  billion  in  1970  to  US$108  billion  in  1981  (and  then  declined 
sharply  by  about  half  to  US$56  billion  in  1983).30 

28While  national  prices  continued  to  rise,  although  at  slower  rates,  according  to  the  World 
Bank  the  average  of  international  prices,  converted  into  dollars,  was  actually  falling,  resulting  in 
the  rise  of  the  real  purchasing  power.  Correspondingly,  the  burden  of  interests  and  principal  re- 
payments for  dollar-denominated  debts  greatly  increased. 

29But,  as  been  remarked  earlier,  slower  growth  in  countries  outside  the  United  States  could 
have  contributed  to  a  further  strengthening  of  the  US  dollar,  thereby  creating  a  vicious  circle. 

30The  dramatic  increase  is  not  only  observed  among  the  oil-importing  countries  (whose  com- 
bined deficit  rose  from  US$10  to  US$83 Ibillion),  but  also  in  the  oil  exporting  countries  (with  a  rise 
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All  these  current  account  deficits  resulted  in  the  rapid  increase  in  out- 
standing debts,  at  an  average  annual  rate  of  about  20  per  cent  throughout 
1970-1983;  by  1983  the  external  liabilities  of  developing  countries  amounted  to 
US$810  billion.31  As  GNP  did  not  grow  as  fast,  the  ratio  of  external  debt  to 
national  income  in  the  developing  countries  continuously  rose,  from  13.3  per 
cent  in  1970  to  26.7  per  cent  in  1983.  While  the  effect  of  the  current  account 
deficits  on  the  quantitative  magnitude  of  the  debts  is  significant,  of  more  im- 
portance are  perhaps  the  way  the  deficits  were  being  financed  (as  well  as  the 
sources  of  financing),  and  the  problem  of  servicing  the  debts,  particularly 
because  they  are  largely  dollar-denominated. 

Until  the  early  1970s,  multilateral  institutions  increased  official  flows  of 
capital  at  an  accelerated  rate;  the  commercial  banks  took  the  back  seat  while 
these  institutions  interposed  themselves  between  the  financial  markets  and  the 
developing  countries.  Subsequently,  the  recycling  of  petro-dollars  provided 
the  commercial  banks  with  a  large  amount  of  resources:  these  banks  now  lent 
directly  to  developing  countries.  This  phase  ended  suddenly  in  the  Summer  of 
1982  when  the  debt  crisis  erupted,  with  the  commercial  banks  subsequently 
engaged  in  a  somewhat  involuntary  lending;  in  providing  credits,  various 
lenders  worked  together,  generally  under  the  aegis  of  the  International 
Monetary  Fund,  within  a  framework  of  agreed  policy  reforms. 

The  changing  pattern  of  the  sources  of  financing  had  significant  effect  on 
the  way  the  deficits  were  being  financed  prior  to  the  debt  crisis.  While  in  1970 
only  about  36  per  cent  of  the  deficit  was  financed  from  net  private  flows,  by 
1981  it  accounted  for  46  per  cent  (it  had  reached  as  high  as  53  per  cent  in  1978 
and  1979). 32  As  private  flows  became  more  important,  net  capital  inflows  to 
developing  countries  reached  the  amounts  that  were  much  larger  than  required 
for  financing  the  deficits,  resulting  in  sizeable  net  additions  to  their  foreign 
exchange  reserves.    Furthermore,  a  large  proportion  of  debt  on  variable  rates 


from  US$3  to  US$26  billion).  For  the  middle-income  countries  the  peak  came  in  1981,  a  year  later 
than  for  the  low-income  countries:  after  the  peak  was  reached  by  the  former,  adjustment  had  to 
come  rapidly,  with  the  deficit  declining  at  the  rate  of  over  22  per  cent  per  annum  (compared  to  the 
low-income  countries  at  just  over  9  per  cent).  Accordingly,  the  burden  of  adjustment  from  high 
current  account  deficits  financed  by  external  borrowing  to  a  relatively  low  deficit  was  felt  much 
more  bv  the  middle-income  countries). 

■"The  World  Bank,  World  Debt  Tables,  1983-1984. 

32The  sources  of  finance  differ  between  groups  of  developing  countries:  for  the  low-income 
countries  of  Asia.and  Africa,  concessional  flows  accounted  for  four-fifths  of  the  deficit;  for  the 
middle-income  oil  importers,  net  private  flows  amounted  to  about  three-quarters  of  their  com- 
bined deficits. 

33Thus  in  three  years  prior  to  1981  there  was  a  massive  reserves  build-up  that  added  US$102 
billion  to  the  collective  reserve  position  of  the  developing  countries.  Subsequently  net  financial 
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reached  unprecedented  levels  which,  in  addition  to  the  larger  magnitude  of  the 
debt,  also  accounted  for  the  sharp  increase  in  debt  service  ratios,  from  13.5  per 
cent  in  1970  to  nearly  21  per  cent  in  1982.34 

In  order  to  have  a  clearer  picture  of  the  magnitude  of  the  problem  in  recent 
years,  it  may  be  useful  to  look  into  the  build-up  of  outstanding  debts  around 
the  year  when  the  debt  crisis  erupted,  which  shows  certain  features  (cf.  Table  7) 
First,  it  can  be  seen  that  there  is  a  sharp  decline  in  the  rate  of  increase  of  ex- 
ternal liabilities:  while  in  the  1970s  they  increased  at  the  rate  of  around  20  per 
cent  per  annum,  subsequently  the  rates  declined  to  15  per  cent  in  1981,  9  per 
cent  in  1982,  and  only  6  per  cent  in  1983. 


Table  7 


PERCENTAGE  DISTRIBUTION  OF  DEBT  COMPOSITION  AND 
SELECTED  DEBT  INDICATORS  FOR  DEVELOPING  COUNTRIES, 
1980-1983  (in  percentage) 


1980 

1981 

1982 

1985 

Type  of  Debt 

Medium-  and  long-term 

76.8 

74.6 

74.9 

78i4 

Public 

(28.7) 

(27.0) 

(27.1) 

(27.8) 

Private 

(48.1) 

(47.6) 

(47.8) 

(50.6) 

Short-term 

21.7 

23.4 

22.2 

17.9 

IMF  Purchases 

1.5 

2.0 

2.9 

3.7 

Total 

100.0 

100.0 

100.0 

100.0 

(in  billion  US$) 

(607) 

(701) 

(766) 

(810) 

Selected  Indicators 

Ratio  of  Debt  to  GNP 

19.2 

21.9 

24.9 

26.7 

Ratio  of  Debt  to  Exports 

76.1 

90.8 

108.7 

121.4 

Debt  Service  Ratio 

13.6 

16.6 

19.9 

20.7 

Source:    World  Debt  Tables,  1983-1984,  and  World  Development  Report  1984. 

Secondly,  the  decline  in  the  rates  of  increase  of  short-term  debt  liabilities  is 
also  significant:  they  increased  by  24  per  cent  in  1981,  but  the  rates  declined  to 

flows  were  much  lower  than  the  current  account  deficits:  there  followed  massive  depletion  that 
totalled  to  US$42  billion  during  two  years;  by  the  end  of  1983  the  reserves  held  by  the  middle- 
jncome  oil  importing  countries  were  at  dangerously  low  levels. 

34The  Share  of  variable  rates  loan  in  the  total  for  the  developing  countries  as  a  whole  increased 
from  around  10  per  cent  in  1970  to  40  per  cent  in  1980.  Short-term  interest  rates,  on  the  other 
hand,  increased  from  less  than  5  per  cent  in  the  early  1970s  to  over  20  per  cent  a  decade  later. 
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4  per  cent  in  1982  and  -  15  per  cent  in  1983.  Third,  in  order  to  compensate  for 
the  decline,  developing  countries  used  purchases  from  the  International 
Monetary  Fund,  which  increased  from  US$9  billion  in  1980  to  US$30  billion  in 

1983.  Fourth,  figures  for  certain  debt  ratios  indicate  that  recently  they  reached 
a  relatively  high  plateau. 

The  1981  and  1982  figures  for  the  debt  service  ratio  in  particular,  however, 
does  not  seem  high  enough  as  to  precipitate  the  debt  crisis  in  the  summer  of 
1982.  A  study  of  the  IMF  has  also  noted  that  the  emergence  of  serious  debt 
problems  since  mid-1982  occurred  much  more  abruptly.35  A  discussion  based 
on  economic  and  financial  terms  could  have  explained  the  event,  but  it  may 
not  suffice  without  an  analysis  of  political  and  psychological  factors.36 

The  debt  crisis  was  not  produced  by  an  abrupt  worsening  in  the  financial 
position  of  those  developing  countries  that  had  borrowed  heavily  from  the  in- 
ternational financial  rrfarkets,  nor  the  consequence  of  sudden  calamity  that 
befell  the  providers  of  finance.  It  was  perhaps  more  the  result  of  psychological 
factor,  the  loss  of  confidence  on  the  part  of  the  commercial  banks  in  the  ability 
of  their  debtors  to  service  outstanding  debt;  on  the  other  hand,  this  confidence 
was  lost  in  large  measure  due  to  a  series  of  political  developments  that  began 
in  Poland  and  culminated  in  the  Falklands  conflict.37 

While  the  cloud  of  the  debt  crisis  gradually  cleared  up  in  the  second  half  of 

1984,  the  confidence  among  lenders,  that  could  be  destroyed  overnight,  might 
have  taken  a  long  time  to  restore.  The  developing  countries  would  have  to  be 
forced  to  adjust  by  considerably  curtailing  their  current  account  deficits.  But 
one  way  of  narrowing  the  deficits  that  could  have  been  done  by  the  developing 
countries  themselves,  viz.  through  increased  exports,  has  been  barricaded  by 
the  ghost  of  protectionism  in  industrial  countries. 

35See,  Recent  Multilateral  Debt  Restructurings  with  Official  and  Bank  Creditors  (Washington, 
D.C.:  International  Monetary  Fund,  1983). 

36See,  Shahid  J.  Burki,  "Developing  Countries  Debt:  A  South  Asian  Outlook,"  Journal  of 
International  Affairs  (1984). 

37tn  the  case  of  Poland,  the  American  and  European  banks  balked  at  providing  a  steady  flow 
of  commercial  funds,  but  the  United  States  and  several  European  governments  later  provided  tacit 
repayment  guarantees.  The  United  States  decision  to  support  Britain  in  the  Falklands  conflict,  on 
the  other  hand,  seems  to  have  closed  the  protective  umbrellas  that  had  been  opened  for  commer- 
cial banks,  causing  the  flow  of  funds  to  Latin  America  to  virtually  dry  up.  Mexico  soon  had  to  sus- 
pend payment  to  its  creditors,  followed  by  Argentina,  Brazil  and  Chile  (in  December  1982,  these 
four  countries  held  45  per  cent  of  the  total  outstanding  loans  to  commercial  banks  of  the  de- 
veloping countries  which  amounted  to  US$363  billion).  It  can  be  noted  that  several  American 
banks  had  an  exposure  in  Latin  America  well  beyond  their  capital  and  reserves,  but  there  was  an 
expectation  that  the  US  would  come  to  the  aid  of  those  countries  in  the  event  that  the  region  fell 
into  a  serious  payments  crisis.  See  Larry  A.  Sjaastad,  "International  Debt  Quagmire  -  To  Whom 
Do  We  Owe  It?"  World  Economy  (September,  1983). 
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PROTECTIONISM 

In  recent  years,  a  lot  has  been  said,  but  perhaps  much  less  is  known,  about 
protectionism,  or  what  some  have  come  to  call  neo-protectionism  or  new  pro- 
tectionism. Even  the  meaning  of  the  ending  "-ism"  is  by  no  means  clear:  if  it 
were  to  indicate  a  doctrine,  theory,  system,  or  principle  (for  example  social- 
ism), it  appears  doubtful  that  one  could  point  out  any  one  country  that  openly 
subscribe  to  it;  perhaps  it  would  be  more  appropriate  to  regard  it  as  simply  an 
action  or  process  (such  as  terrorism)  that  is  directed  or  geared  to  protect  cer- 
tain economic  activities. 

The  use  of  the  latter  characterisation  of  protectionism  necessarily  implies 
that  the  matter  has  to  be  seen  on  a  case  by  case  basis,  often  involving  subjec- 
tive judgement.38  Thus,  only  forms  of  protectionism  can  be  singled  out  but 
without  a  definition  of  what  protectionism  is.39  These  forms  are  sometimes 
subtle  and  sophisticated,  shady  and  indistinct,  covert  and  obscure.40  By 
design,  they  could  be  difficult  to  detect,  lurking  in  the  shadowy  ground  of  pro- 
tective devices  that  are  legal,  or  illegal,  under  the  GATT.  Nevertheless,  al- 
though there  is  as  yet  no  useful  index  of  protectionism,  it  has  been  commonly 
accepted,  and  even  fashionable,  to  suggest  that  there  has  been  a  widening  and 
explosive  growth  of  protectionism. 

Whatever  protectionism  is,  its  scope  ot  coverage  has  widened  considerably 
because  economists  and  policy-makers  have  placed  a  more  aggressive  meaning 
on  the  concept  of  protection,  viz.  creating  any  barriers  to  imported  products, 
thereby  protecting  domestic  industries  against  outside  competition.  The  in- 
crease in  trade  barriers  most  often  does  not  involve  increases  in  tariffs,  but 
those  of  non-tariff  variety  such  as  quantitative  restrictions,  threats  of  legal  ac- 
tion, nuisance  measures,  and  whichever  would  make  imports  more  difficult 


38Ouestion  can  be  raised  whether  subsidies  for  decaying  industries  could  come  under  the 
heading  of  protectionism.  Or  wine  analysis  and  certification  in  the  European  Community;  French 
insistance  that  all  imports  of  VTR  should  come  through  one  town,  Portiers;  administrative 
guidance  on  baseball  gloves  in  Japan;  some  sections  of  US  trade  law  involving  questions  of 
fairness,  such  as  policies  of  other  governments  which  by  US  interpretation  are  considered  un- 
reasonable; counter-purchase  adopted  by  many  countries;  etc. 

39It  has  been  argued  in  official  circle  that  protectionism  in  Europe  is  not  so  bad,  involving  few 
barriers.  These,  however,  are  placed  where  they  have  the  greatest  effect,  and  wherever  the  de- 
veloping countries  can  compete  effectively,  barriers  tend  to  appear  (agriculture,  clothing,  and 
footwear  are  the  most  obvious).  It  can  also  be  noted  that  protectionism  in  the  European  Com- 
munity varies  from  protection  for  all  member  states  (such  as  agriculture  and  steel),  to  protection 
for  individual  states  (such  as  quota  of  quarts  watches  in  France). 

'"'These  forms  defy  any  illumination  that  might  be  provided  through  a  precise  definition,  and 
impossible  to  discuss  without  resorting  to  particular,  or  even  seemingly  petty,  instances. 
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and  complicated.41  While  other  measures  proliferate,  increasingly  the  indus- 
trial countries  have  resorted  to  arrangements  used  as  a  means  of  avoiding  for- 
mal import  quotas;  thus,  VER  and  OMA,  in  the  jargon  of  trade  policy,  have 
become  popular,  although  they  violate  the  principles  and  rules  of  GATT.42 

According  to  UNCTAD,  the  breakdown  of  the  Bretton  Woods  system 
coincides  with  a  movement  of  the  world  trading  system  away  from  its  original 
post-war  GATT  rules  and  MFN  principles.43  A  malaise  has  affected  the  world 
trading  system,  resulting  in  reduced  adherence  to  GATT  principles  and  de- 
clined confidence  in  the  GATT  system;  while  there  have  been  repeated  calls  for 
trade  liberalisation  and  the  removal  of  trade  distorting  practices,  the  gulf 
separating  the  pronouncements  from  practices  that  actually  happen  is  substan- 
tial, and  seems  to  be  widening.44  There  has  been  increased  tendency  for  the 
codification  of  protection  and  the  enforcement  of  trade  distorting  measures; 
the  adoption  of  euphemism,  such  as  VER,  OMA,  safeguards,  subsidies  and 
countervailing  duties,  etc.  have  become  more  and  more  prevalent. 

As  trade  barriers  have  become  more  and  more  formidable,  there  has  been 
increased  attempts|p  jump  over  the  barriers,  diverting  investment  funds  from 
expanding  export  capacities  in  the  developing  countries  possessing  com- 
parative advantage  towards  investments  in  import  substitutes  and  non- 
tradables  in  the  industrial  countries.45  Considerable  funds  which,  if  only  the 


4IVolatiIe  exchange  rates  movement,  together  with  the  huge  increase  in  internationally  mobile 
funds,  have  often  rendered  tariffs  a  less  effective  means  of  protection. 

42In  these  arrangements,  an  importing  country  enters  into  tacit  agreement  with  an  exporting 
country  such  that  the  flow  of  exports  to  the  former  will  not  exceed  certain  limits:  in  the  case  of 
voluntary  exports  restraint,  the  limit  is  designated  in  terms  of  specific  volume  of  exports;  in  the 
case  of  organised  marketing  arrangement,  as  a  share  of  the  domestic  market  of  the  importing 
country.  The  largest  OMA  is  MFA,  which  represents  the  first  case  in  post-war  history  in  which  the 
basic  GATT  principles  were  renunciated  on  behalf  of  a  major  segment  of  the  manufacturing 
sector. 

43UNCTAD,  Trade  and  Development  Report  1984. 

^See,  "Industrial  Re-structuring  and  Investment  Opportunities,"  an  address  by  Radius 
Prawiro,  Minister  of  Finance  of  the  Republic  of  Indonesia,  in  final  report  of  Second  Symposium 
on  Financial  and  Business  Co-operation  in  Asia  and  the  Pacific  (The  Export-Import  Bank  of 
Japan:  Tokyo,  February  1985). 

45It  has  been  remarked  that  in  the  so-called  trade  war  between  Washington  and  Tokyo  it  is 
getting  no  longer  possible  for  the  American  to  tell  who  is  "them"  and  who  is  "us."  There  has'been 
broad  based  penetration  of  Japanese  trade  and  investment  across  the  US:  the  wave  of  joint  ven- 
tures in  steel,  autos,  machine  tools,  computers;  the  growing  role  of  Japanese  banks,  which  are  now 
l.nanc.ng  American  hospitals,  universities,  industrial  mergers;  the  web  of  co-operative  relation- 
ships in  research  and  development;  etc.  In  the  event  that  the  US  slams  the  door  on  imports  the 
Japanese  will  already  be  inside  the  house  while  the  developing  countries  will  be  left  knocking  a't  the 
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principle  of  comparative  advantage  were  allowed  to  operate,  would  have  been 
invested  in  the  developing  countries  have  instead  been  diverted  to  the  de- 
veloped countries. 

There  may  be  economic  and  social  reasons  which  could  be  marshalled  for 
justifying  the  increased  tendency  towards  protectionism.  But  since  the  or- 
dinary citizens,  are  adversely  affected,  the  proliferation  of  protectionist 
measures,  whether  as  administrative  fiat  or  legislation,  could  not  be  sustained 
without  the  support  of  powerful  political  blocks  comprising  not  only  of  the  in- 
dustrialists concerned  but  also  other  interest  groups  which  are  not  necessarily 
part  of  the  traditional  protectionist  lobby.  Accordingly,  even  efforts  towards 
freezing  the  current  protectionist  measures  to  a  status  quo,  let  alone  dis- 
mantling them,  would  require  political  will.  Thus,  whatever  the  economic  and 
social  arguments  might  be,  the  issue  of  protectionism  requires  political  solu- 
tion. 


CONCLUDING  REMARK 

In  discussing  current  international  economic  issues,  seen  from  the  context 
of  the  historical  development  that  was  shaping  the  current  international  eco- 
nomic environment,  one  could  not  escape  from  considering  the  fact  that  there 
may  have  been  a  trend  for  the  secular  decline  in  world  economic  growth  and 
trade.  The  decline  in  the  rates  of  economic  growth  may  have  partly  accounted 
for  the  slower  growth  in  world  trade;  on  the  other  hand,  it  may  have  been 
possible  also  that  the  latter  caused  the  former.  Whatever  the  case  may  be, 
issues  of  protectionism,  debt,  and  monetary  instability  could  not  be  separated 
from,  and  may  have  been  a  reflection  of,  the  tendency  for  the  secular  decline 
in  world  economic  growth  and  trade. 

While  economic  forces  have  been  at  work,  both  the  current  international 
economic  environment  and  the  current  international  economic  issues  seem  to 
have  been  affected  by  policy-induced  developments.  Furthermore,  both  are 
related,  and  the  issues  themselves  may  have  been  inter-related.  Thus,  for 
example,  monetary  instability  may  have  caused  the  issues  of  debt  and  protec- 
tionism to  arise;  or  protectionism  may  have  aggravated  monetary  instability 
and  the  debt  issue;  or  the  debt  issue  may  have  contributed  to  monetary  in- 
stability; etc.  Thus,  and  in  so  far  as  the  political  factors  have  in  fact  been  the 
major  determinant  for  shaping  the  nature  of  the  current  international  eco- 
nomic issues,  the  resolution  of  the  issues  could  have  become  intractable 
without  political  solution. 

door.  In  Ihe  more  oplimislic  case  thai  the  developing  countries  could  make  inroads  into  the  US, 
they  would  perhaps  be  competing  less  with  American  rather  than  Japanese  firms.  See  "Japan's 
Trade  Success  Won't  Be  Matched,"  The  Asian  Wall  Street  Journal,  February  13,  1985. 


The  ASEAN  Private  Sector: 

Some  Remarks 
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INTRODUCTION 

We  intend  to  discuss  the  role  played  and  the  challenges  faced  by  ASEAN's 
private  sector  as  partners  of  development  in  the  national  economies.  It  will 
basically  be  the  view  of  a  business  practitioner.  This  aspect  of  ASEAN's 
private  sector  has  not  been  given  the  required  attention  by  many  of  the  writer's 
writing  about  various  aspects  of  ASEAN. 

It  seems  that  the  discussion  about  ASEAN  will  have  to  be  around  the 
macro-economic  and  political  co-operation,  and  it  seems  also  that  ASEAN  is 
the  concern  of  government  officials.  In  reality,  the  ASEAN  perception  has 
penetrated  many  walks  of  life  from  parliamentarians  to  tourists,  lawyers,  ac- 
countants, sportsmen,  etc.,  and  lately  the  ASEAN  private  sector  has  also  been 
active  in  promoting  a  number  of  projects  of  co-operation  among  the  various 
private  groupings  in  ASEAN.  Efforts  to  set  up  co-operative  bodies  like  the 
ASEAN  Chamber  of  Commerce  and  an  ASEAN  General  Trading  Firm  are 
also  noticeable.  Another  achievement  is  the  ASEAN  Bankers  Council,  which 
in  1981  formed  the  ASEAN  Finance  Corporation,  in  which  all  ASEAN 
bankers  (including  foreign  banks  operating  in  ASEAN)  have  become  share- 
holders. Other  efforts  to  set  up  co-operative  bodies  include  those  .concerning 
such  private  groupings  as  ASEAN  shipowners  and  real  estate  developers. 

It  is  our  intention  to  discuss  the  role  played  by  ASEAN's  private  sector  in 
enhancing  ASEAN's  co-operative  spirit  and  also  to  discuss  ahead  some  of  the 


Dr.  J.  Panglaykim  is  a  member  of  the  Board  of  Directors,  CSIS;  Consultary  to  private  in- 
dustries, banking  and  types  of  business. 
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challenges  to  be  faced  by  it.  We  will  also  elaborate  on  the  increasing  capa- 
bility and  capacity  of  ASEAN  as  a  result  of  the  fast-growing  national 
economies,  although  the  long-lasting  recession  among  the  industrial  countries 
has  affected  ASEAN's  private  sector.  However,  before  we  discuss  the  various 
aspects  of  ASEAN's  private  sector,  let  us  deliberate  upon  some  of  ASEAN's 
features  in  order  to  have  a  better  understanding  and  feeling  of  the  region. 


DEMOGRAPHIC  AND  ECONOMIC  INDICATORS  FOR  ASEAN 

Table  1  shows  some  of  the  demographic  and  economic  statistics  such  as  the 
Average  Annual  Growth  Rate,  GNP  (including  Per  Capita  Income),  Interna- 
tional Reserves,  and  Volume  of  Foreign  Trade. 

a.  Per  Capita  Income 

Singapore  has  the  highest  per  capita  income  with  the  lowest  population. 
Hong  Kong's  per  capita  income  in  1982  was  US$4,962,  Japan  US$8,475, 
South  Korea  US$2,483,  and  Taiwan  US$1,734.  Compared  to  that  of  the  other 
NICs,  Singapore's  per  capita  income  is  still  high.  And  compared  to  the  other 
ASEAN  countries,  Indonesia  with  the  highest  population  has  the  lowest  per 
capita  income. 


b.  International  Reserves 

It  may  be  instructive  to  note  here  that  the  quoted  figure  of  Indonesia's  in- 
ternational reserves  constitutes  only  those  reserves  held  by  the  central  bank, 
while  almost  the  same  amount  of  reserves  is  in  the  hands  of  the  state-owned 
commercial  banks.  If  this  is  included,  Indonesia's  international  reserves 
should  be  approximately  US$10  billion. 


ASEAN'S  OUTLOOK 

At  the  beginning,  some  of  the  ASEAN  countries  were  inclined  to  be  inward 
looking  insofar  as  the  import  substitution  approach  is  concerned.  But  at  pre- 
sent all  the  ASEAN  countries  have  opted  for  an  open  economic  or  ex- 
port oriented  approach.  This  means  that  ASEAN  has  become  part  of  the  in- 
terdependent world  economy. 
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ASEAN's  export  of  primary  commodities  constitute  70  per  cent  of  its  total 
volume  of  export,  while  its  imports  of  manufacturing  goods  are  still  about  60 
per  cent  of  the  total.1 

Some  of  the  ASEAN  countries  are  now  at  the  juncture  of  changing  their 
commodity  composition  while  at  the  same  time  trying  to  change  their  pattern 
of  trade.  Indonesia,  in  particular,  will  have  to  accelerate  its  industrialisation 
process  which  is  tantamount  to  changing  its  pattern  of  trade.  From  being  a 
supplier  of  unprocessed  raw  materials,  Indonesia  is  preparing  itself  to  become 
a  supplier  of  industrial  raw  materials  and  gradually  expand  and  develop  its 
manufacturing  industries  towards  becoming  export  oriented.  All  the  other 
ASEAN  countries  will  have  the  same  export-oriented  outlook  and  will  have  to 
learn  to  see  the  world  as  their  market. 

If  ASEAN  countries  succeed  in  changing  their  foreign  trade  patterns,  they 
will  have  to  face  a  number  of  obstacles,  such  as: 

a.  Access  to  the  industrial  markets  which  might  mean  Japan,  the  United 
States,  and  perhaps  Australia  and  Western  Europe. 

b.  Both  the  ASEAN  countries  and  the  NICs  will  also  aim  at  the  same  markets. 

c.  To  succeed  in  penetrating  these  markets,  ASEAN  countries  will  have  to  re- 
organised or  regroup  their  own  private  sectors  and  at  the  same  time  or- 
ganise and  develop  their  business  infrastructures  in  a  much  more  sophisti- 
cated way.  This  include  their  general  trading  firms,  transportation  facili- 
ties, banking  services,  etc.,  which  are  partly  the  responsibility  and  task  of 
their  private  sectors. 

d.  Apart  from  all  these  constraints,  one  of  the  most  difficult  problems  to 
overcome  is  the  protective  measures  adopted  by  industrialised  countries,  of 
which  the  non-tariff  barriers  act  as  a  deterrent  factor  in  international  busi- 
ness. Other  trade-barriers  like  OMAS,  quotas,  and  tariffs  for  processed 
raw  materials  are  also  seen  as  inhibiting  access  to  these  markets. 

ASEAN'S  CHANGING  TRADE  PATTERN 

As  can  be  seen  from  Table  2,  ASEAN's  trade  pattern  is  dominated  by  the 
export  of  primary  commodities.  About  70  per  cent  of  its-export  trade,  with  the 
exception  of  that  of  Singapore,  is  still  in  primary  commodities,  while  60  per 
cent  of  its  import  trade  consists  of  manufacturing  products.2  Although  statis- 


'See  Hadi  Soesastro,  "ASEAN  and  North-South  Trade  Issues,"  Indonesian  Quarterly,  vol. 
XI,  no.  3  (July  1983),  p.  59. 
2See  Hadi  Soesastro,  ibid. 
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Table  2 


PRINCIPAL  COMMODITY  EXPORTS  OF  ASEAN  COUNTRIES  (per  cent  of  total  exports) 


1966-70 

1 Q7fl-77 
iy  tv-  tit 

1 979-74 

1 074-76 

1976-78 

1978-8 

HV. 

av. 

av. 

av. 

av. 

av. 

Indonesia 

Petroleum 

38.4 

45.8 

57.2 

71.7 

67.1 

59.8 

Jungle  wood 

6.1" 

11.5 

13.3 

8.6 

8.8 

9.4 

Rubber 

24.6 

15.4 

9.8 

5.9 

5.9 

5.8 

Malaysia 

Rubber 

35.8 

29.7 

29.7 

24.4 

22.2 

18.7 

Palm  oil 

3.5 

6.7 

8.1 

11.3 

10.7 

10.1 

Tin 

19,8 

18.9 

15.4 

13.1 

11.5 

10.1 

Logs  and  timber 

15.3 

17  n 

18.0 

14.9 

16.1 

15.5 

Petroleum 

3  5 

^  4 

y.o 

li.L 

ID  I 

lo.l 

Philippines 

Sugar 

16.9 

18.5 

20.3 

22.8 

12.7 

7.2 

Coconut  products 

25.4 

21.3 

20.3 

20.5 

22.9 

20.6 

Copper 

12.2 

17.0 

15.5 

11.0 

8.6 

8.8 

Wood 

25.2 

20.1 

14.0 

9.1 

9.2 

9.0 

Singapore 

Petroleum  products 

24.8 

24.6 

26.5 

32.3 

29.1 

30.7 

Rubber 

24.1 

18.6 

15.5 

12.3 

11.3 

9.5 

Thailand 

Rice 

25.2 

17.8 

16.8 

15.6 

15.2 

13.9 

Corn 

11.7 

11.9 

10.2 

11.4 

6.3 

5.2 

Sugar 

0.4 

2.8 

5.6 

10.5 

8.9 

3.8 

Tapioca  products 

5.9 

7.5 

7.5 

10.1 

12.1 

11.1 

Rubber 

14.2 

11.5 

10.9 

8.8 

9.0 

10.1 

Tin 

11.1 

9.2 

6.6 

5.4 

6.7 

8.6 

Source:    Hadi  Soesastro,  "ASEAN  and  North-South  Trade  Issues,"  Indonesian  Quaner/y 
vol.  XI,  no.  3  (July  1983),  p.  81. 


tical  figures  are  still  around  the  years  1980  to  1982,  I  presume  that  they  have 
not  changed  drastically. 

Principal  Primary  Commodities 

From  Table  2  it  will  be  observed  that  most  of  the  ASEAN  countries  have  to 
rely  on  the  export  of  a  limited  number  of  primary  products.  Indonesia's  ex- 
ports of  primary  commodities  are  petroleum,  logs  (forest  timber),  and  rubber, 
which  comprise  about  75  per  cent  of  its  total  export.  This  might  have  changed 
in  the  years  1983/1984,  when  logs  had  more  or  less  been  replaced  by  plywood. 
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Malaysia's  main  primary  commodities  are  rubber,  palmoil,  tin,  logs/timber, 
and  petroleum.  These  five  commodities  cover  approximately  70  per  cent  of  its 
total  exports.  In  the  case  of  the  Philippines,  these  are  sugar,  coconut  products, 
copper,  and  wood  which  accounted  for  about  46  per  cent  of  its  total  exports 
during  the  1978-1980  period. 

Thailand  seems  to  have  been  more  successful  in  creating  new  primary  pro- 
ducts, and  its  exports  of  rice,  corn,  sugar,  tapioca,  rubber,  and  tin  which  ac- 
count for  53  per  cent  of  its  exports  trade.  Petroleum  products  and  processed 
rubber  constitute  40  per  cent  of  Singapore's  total  export.  In  the  case  of  the 
latter  commodity,  Singapore  imports  their  rubber  from  Indonesia,  Malaysia, 
and  Thailand  which  it  processes  into  processed  rubber,  but  this  trend  seems 
now  to  be  on  the  decline.3 

Regarding  export  primary  commodities,  it  is  obvious  that  these  products 
are  very  much  dependent  upon  the  stage  of  activity  of  the  traditional  manu- 
facturing sector  in  industrialised  countries.  Traditionally  countries  in  Asia, 
and  in  particular  ASEAN  countries,  have  been  "structured"  to  become  the 
suppliers  of  primary  commodities  by  the  industrialised  countries  which  posi- 
tion they  have  maintained  until  now.  It  will  be  observed  that  the  long  reces- 
sion, which  has  affected  the  traditional  manufacturing  sector,  has  a  profound 
impact  on  the  export  of  primary  commodities.  While  the  traditional  manu- 
facturing sectors  in  industrialised  countries  are  undergoing  structural  adjust- 
ments because  some  of  them  have  more  or  less  been  declared  as  structurally 
depressed,  ASEAN  countries  seem  to  be  continuing  with  the  production  of 
these  primary  commodities  for  export.  The  structural  changes  and  structural 
adjustments  in  industrialised  countries  should  make  us  aware  that  the  demand 
for  these  primary  commodities  is  on  the  decline.  We  may  perhaps  observe  a 
gradual  change  in  the  demand  structure  of  raw  materials.  If  this  is  true 
ASEAN  countries  have  to  change  their  production  and  trade  patterns.  They 
have  to  start  accelerating  their  industrialisation  programmes.  As  cited  before, 
ASEAN  countries  will  have  to  produce  industrial  raw  materials  and  manu- 
facturing products.  This  might  also  mean  that  ASEAN  countries  should  have 
to  adopt  an  export  strategy  much  similar  to  that  of  the  other  NICs. 

From  Table  3,  it  will  be  observed  that  some  ASEAN  countries  have 
managed  to  increase  their  export  of  manufacturing  products.  It  appears  that 
being  the  most  advanced  in  this  sector,  is  Singapore  which  has  advanced  to 
around  47  per  cent,  followed  by  Thailand  with  around  33  per  cent,  Malaysia 
with  28.5  per  cent,  the  Philippines  23.4  per  cent  (this  percentage  might  have 
gone  down  during  1984),  and  Indonesia  with  only  4.6  per  cent.  This  means 


3The  figures  have  been  cited  from  Hadi  Soesasiro,  ibid. 
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Table  3 

COMPOSITION  OF  EXPORTS  OF  ASEAN  COUNTRY  BY  BROAD  CATEGORIES 

(per  cent  of  total) 


1970-72        1972-74        1974-76        1976-78  1978-80 
av.  av.  av.  av.  av. 


Indonesia 

Food,  Beverages  &  Tobacco  14.1  9.6  6.2             8.9  7.8 

Raw-Materials  excl.  Fuels  41.2  28.7  19.1  18.8  18.9 

Fuels  41.3  57.2  71.8  69.0  68.6 

Manufactured  Goods  3.0  4.2  2.8             3.3  4.6 


Malaysia 


Food,  Beverages  &  Tobacco 

6.9 

6.5 

6.1 

5.7 

4.5 

Raw-Materials  excl.  Fuels 

56.9 

58.8 

53.8 

51.8 

47.7 

Fuels 

8.2 

6.9 

11.3 

14.2 

19.0 

Manufactured  Goods 

27.0 

27.0 

28.3 

27.8 

28.5 

Philippines 


Food,  Beverages  &  Tobacco 

29.9 

32.0 

36.0 

28.0 

21.7 

Raw-Materials  excl.  Fuels 

60.3 

54.1 

42.7 

40.9 

40.3 

Fuels 

1.6 

0.9 

1.2 

0.7 

0.5 

Manufactured  Goods 

8.1 

10.3 

13.7 

20.0 

23.4 

Singapore 


Food,  Beverages  &  Tobacco 

11.4 

7.8 

6.5 

6.7 

6.0 

Raw-Materials  excl.  Fuels 

26.7 

22.5 

17.8 

17.8 

16.1 

Fuels 

24.5 

25.5 

31.8 

29.4 

25.8 

Manufactured  Goods 

34.2 

42.1 

42.3 

44.6 

46.8 

1  haiiand 


Food,  Beverages  &.  Tobacco 

50.2 

50.9 

59.0 

55.9 

47.8 

Raw-Materials  excl.  Fuels 

25.5 

22.2 

16.6 

15.4 

15.4 

Fuels 

1,0 

.  1.1 

0.5 

0.1 

0.3 

Manufactured  Goods 

17.1 

20.6 

21.1 

25.9 

32.9 

Source:    IMF,  International  Financial  Statistics,  Supplement  on  Trade  Statistics,  Supplement 
Series  No.  4,  1982. 


thai  Indonesia  is  the  most  underdeveloped  insofar  as  the  export  of  manufac- 
turing products  is  concerned,  which  means  also  that  the  concept  of  accele- 
rating its  industrialisation  programme  seems  to  be  much  more  urgent,  es- 
pecially if  we  look  for  instance,  20  or  25  years  ahead  when  its  oil  resources  will 
be  decreasing  drastically. 
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According  to  the  same  author,  Hadi  Soesastro,  if  we  take  into  account  the 
"import  shares  of  manufactured  products,"  we  will  observe  a  general  and 
overall  decline  in  the  import  of  manufacturing  products  to  the  ASEAN  region, 
with  the  exception  of  Malaysia^  Table  4,  for  instance,  shows  that  Indonesia's 
import  of  manufacturing  products  during  1970-1972,  was  84.3  per  cent,  but  it 


Table  4 

COMPOSITION  OF  IMPORTS  OF  ASEAN  COUNTRIES  BY  BROAD  CATEGORIES 

(per  cent  of  total) 


1970-72       1972-74       1974-76       1976-78  1978-80 
av.  av.  av.  av.  av. 


Indonesia 

Food,  Beverages  &  Tobacco 
Raw-Materials  excl.  Fuels 
Fuels 

Manufactured  Goods 

Malaysia 

Food,  Beverages  &  Tobacco 
Raw-Materials  excl.  Fuels 
Fuels 

Manufactured  Goods 

Philippines 

Food,  Beverages  &  Tobacco 
Raw-Materials  excl.  Fufls 
Fuels 

Manufactured  Goods 

Singapore 

Food,  Beverages  &  Tobacco 
Raw-Materials  excl.  Fuels 
Fuels 

Manufactured  Goods 

Thailand 

Food,  Beverages  &  Tobacco 
Raw-Materials  excl.  Fuels 
Fuels 

Manufactured  Goods 


Source:    Hadi.Soesasuo,  ibid. 


11.2 

11.6 

13.8 

15.3 

14.3 

2.0 

2.8 

3.4 

4.3 

5.2 

2.3 

3.1 

6.0 

9.5 

16.5 

84.3 

82.4 

76.8 

70.8 

68.1 

19.7 

18.9 

16.9 

16.0 

13.4 

7.3 

6.6 

6.2 

5.8 

5.1 

11.1 

8.3 

11.9 

12.3 

12.7 

60.5 

65.1 

64.3 

65.2 

68.2 

12.9 

13.0 

10.2 

8.8 

7.4 

6.4 

6.0 

4.6 

5.0 

4.8 

12.6 

153 

21.6 

23.0 

23.9 

67.7 

63.0 

57.7 

54.8 

53.6 

13.0 

10.4 

8.7 

8.6 

7.1 

11.6 

11.2 

9.3 

10.4 

9.7 

14.1 

17.1 

25.3 

25.6 

25.9 

59.0 

59.7 

55.4 

54.0 

56.0 

5.6 

4.7 

4.1 

4.2 

4.0 

6.3 

7.5 

6.8 

7.3 

6.9 

9.8 

13.8 

21.6 

22.3 

24.7 

73.6 

70.4 

65.3 

63.1 

59.5 
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declined  to  68.1  per  cent  in  1978-1980.  The  same  trend  can  be  observed  in  the 
case  of  the  Philippines,  Singapore,  and  Thailand.  This  might  perhaps  be  the 
result  of  the  implementation  of  the  ASEAN  import  substitution  programme. 

ASEAN  TRADING  PARTNERS 

As  indicated  earlier,  ASEAN  countries  (perhaps  with  the  exception  of 
Singapore)  have  always  been  the  main  suppliers  of  raw  materials  to  indus- 
trialised countries.  If  for  a  number  of  years  (perhaps  of  the  post-colonial  era), 
Western  Europe  was  the  main  market  for  these  raw  materials,  during  the  last 
15  or  20  years  the  market  has  shifted  to  Japan  and  the  United  States.  This  was 
seen  as  logical,  because  these  two  countries  have  increased  their  investments  in 
the  raw  material-based  countries.  As  a  result  of  the  increased  investments  in 
this  sector,  raw  materials  have  automatically  been  directed  to  these  two  coun- 
tries. Western  Europe,  as  the  main  buyer  of  these  raw  materials,  has  fallen 
behind  because  their  investment  in  these  resource-based  industries  has  not  in- 
creased, except  for  that  made  during  the  colonial  era  with  some  probably  di- 
rected toward  expanding  some  of  their  operations. 

Approximately  60  per  cent  of  ASEAN's  trade  went  into  industrialised  coun- 
tries as  shown  in  Table  5.4  There  are,  however,  some  differences  among  ASEAN 
countries.  For  Indonesia  and  the  Philippines  the  percentage  seems  to  be 
around  75  per  cent,  while  it  is  less  than  60  per  cent  for  the  other  ASEAN  coun- 
tries, like  Thailand  and  Malaysia,  and  only  40  per  cent  for  Singapore.  Singa- 
pore's trade  with  Indonesia  and  Malaysia,  as  part  of  its  entreport  trade,  is 
very  substantial.  The  order  of  importance  of  the  three  industrialised  countries 
also  differ  among  ASEAN  countries.  For  Indonesia,  it  seems  that  Japan  is 
high  on  the  list  with  50  per  cent  in  1950.  This  is  a  consequence  of  its  increased 
investment  in  Indonesia.  In  terms  of  foreign  direct  investment  to  ASEAN 
countries,  Japan's  investment  of  US$7,641  million  in  Indonesia  is  the  highest 
among  ASEAN  countries.  The  share  of  the  United  States  was  20  per  cent  in 
1980,  while  that  of  Western  European  countries,  a  meager  6  per  cent.  For 
Malaysia,  it  was  respectively  23  per  cent,  16  per  cent,  and  17  per  cent.  Perhaps 
the  fact  that  in  1980  some  of  the  plantations  were  still  under  British  manage- 
ment might  explain  why  trade  with  Eastern  Europe  is  still  high  for  Malaysia. 

In  the  case  of  Thailand,  it  was  Eastern  Europe.  Perhaps  the  explanation 
might  be  that  a  number  of  foreign  investors  from  Indonesia  went  to  Thailand 
to  invest  in  new  commodities  such  as  tapioca  and  rubber.  These  are  mainly 
from  the  Netherlands  and  West  Germany.  Because  of  investment  in  the  earlier 
years  of  the  1970s,  such  as  export  of  feedmillet  went  in  big  quantities  to 
Western  Europe.  This  might  have  changed  when  EEC  countries  have  levied 

4Hadi  Soesastro,  ibid. 
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taxes  on  the  import  of  feedmillet  from  developing  countries  which  has  af- 
fected Thailand. 

As  will  be  observed,  the  importance  of  the  three  industrialised  countries  or 
groupings  seems  to  be  interrelated  with  their  investment  pattern  in  various 
ASEAN  countries.  As  indicated  earlier,  when  the  Dutch  and  British  have  in- 
vested heavily  and  exploited  the  resources  of  Malaysia  and  Indonesia,  Western 
Europe  was  important.  As  Indonesia  has  nationalised  Dutch  plantations,  etc., 
and  Japan  has  started  to  invest  heavily  in  Indonesia,  a  shift  of  the  direction  of 
trade  was  inevitable.  It  took  Malaysia  longer  to  "call"  on  these  enterprises, 
which  were  still  managed  and  owned  by  their  London  managers,  to  come 
home.  It  was  only  in  the  last  two  years  that  this  coming  home  of  the  big  groups 
of  plantations  like  Guthrie,  Dunlop,  and  Harrisons  and  Crossfield  was  im- 
plemented through  the  purchase  of  their  majority  shares  on  the  London  stock 
exchange.  Although  this  was  done  according  to  the  international  rules  of  the 
game  of  acquisition,  the  Malaysian  policy  is  still  being  criticised  by  some 
groupings  in  the  London  business  community. 

Japan's  increased  investment  in  the  resource-based  industries  and  the 
manufacturing  sector  in  the  ASEAN  region,  has  resulted  in  the  increase  of 
trade  with  Japan  and  in  the  decrease  of  that  with  Eastern  Europe.  This  trend 
seems  to  be  inevitable  because  of  the  interlink  between  investment  and  trade.  It 
is  interesting  to  note,  however  that  the  Japanese  pattern  of  investment  has 
changed  again  in  favour  of  investments  to  industrialised  countries,  particularly 
to  the  United  States  (see  Table  6).  This  means  that  Japanese  investors  have 
moved  away  from  resource-based  industries  although  they  are  still  active  in  in- 
vestment of,  for  instance  LNG.  Investment  in  industrialised  countries,  par- 
ticularly in  the  United  States,  should  be  seen  as  part  of  maintaining  its  share  of 
the  American  market.  Perhaps  another  important  point,  which  has  never  been 
especially  mentioned,  is  that  which  concerns  investments  in  some  of  the  high 
technological  industries,  thus  resulting  in  the  acquisition  of  the  technologies  in 
question.  This  might  be  another  legal  way  of  acquiring  the  badly  needed  access 
to  high  technological  industries  in  the  United  States.  This  was  also  done  by 
some  of  those  big  South  Korean  conglomerates.  Through  joint  ventures  with 
groupings  in  the  United  States  in  the  field  of  sophisticated  technology,  the 
hope  is  that  they  will  be  able  to  acquire  some  of  the  technological  know-how 
and  also  at  the  same  time  to  have  continuous  access  to  the  technological 
market. 


ASEAN  COUNTRIES  FACING  A  CHANGING  PATTERN 


Many  of  ASEAN  countries  will  have  to  adopt  an  export  strategy,  whereby 
the  export  of  manufacturing  products  will  be  the  inevitable  road  to  be  taken  by 


348 


THE  INDONESIAN  QUARTERLY,  XIII/3 


Table  6 

JAPAN'S  DIRECT  OVERSEAS  INVESTMENT  BY  COUNTRY 
(As  of  March  31,  1984) 


No  of 
Cases 

a 

(US?  million) 

—  

USA 

10,846 

16,535 

Indonesia 

1,237 

7,641 

Brazil 

1,244 

3,955 

Panama 

1,477 

3,245 

Australia 

1,067 

3,048 

UK 

895 

2,448 

Hong  Kong 

2,180 

2,387 

Liberia 

537 

2^015 

Singapore 

1,557 

1,705 

Korea,  Rep.  of 

1,150 

1,442 

Canada 

632 

1,391 

Saudi  Arabia/Kuwait 

4 

1,179 

Mexico 

220 

1,164 

Iran 

108 

1,003 

Total 

31,814 

61,276 

a  Figures  are  the  accumulated  value  of  approvals  and  notification. 

all  of  them.  It  means  that  it  is  the  policy  of  the  ASEAN  economic  management 
to  encourage  and  expand  its  export-oriented  industries.  In  these  export- 
oriented  industries  the  private  sector  has  to  play  a  role,  and  it  will  not  only  be 
confined  to  the  national  private  sector,  but  foreign  investors  as  well  will  also 
be  given  the  opportunity  to  take  part  in  the  implementation  of  the  export 
strategy.  If  this  assumption  of  export  strategy  is  valid  and  is  seen  as  a  possible 
engine  of  growth,  the  implementation  of  export  strategy  will  be  the  next  step  in 
which  ASEAN  countries  should  concentrate  insofar  as  it  concerns  the  mobili- 
sation and  combining  of  all  their  strengths  and  forces.  As  part  of  these  na- 
tional strengths,  the  respective  national  private  sectors  will  have  to  play  their 
respective  roles. 
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ASEAN  PRIVATE  SECTOR 

The  various  countries,  which  succeed  in  developing  their  national  eco- 
nomies, seem  to  have  done  this  through  the  proper  role  played  by  their  private 
sectors  and  entrepreneurialship  of  a  number  of  strong-willed  individuals.  We 
have  seen  this  happening  in  the  United  States  and  before  that  in  many  of  the 
Western  European  countries.  This  man-made  success  or  man-made  miracle 
was  first  to  be  observed  in  Japan  and  then  in  South  Korea.  In  all  the  business 
developments  until  they  have  contributed  to  the  overall  success  of  the  national 
economy,  the  private  sector  has  been  playing  a  dominant  role  in  implementing 
the  set  of  policies  formulated  by  the  government.  Depending  upon  the  political 
and  economic  systems  of  the  various  countries,  we  have  seen  the  role  played  by 
the  various  governments  and  also  the  degree,  quality,  and  frequency  of 
government  intervention.  But  in  general  it  is  inevitable  for  the  government  to 
intervene  in  the  running  and  management  of  the  national  business.  This  may 
be  less  discernable  in  the  United  States  or  Western  Europe,  although  the 
degree  of  government  penetration  has  also  increased  in  these  countries.  When- 
ever the  private  sector  is  facing  difficulties  in  competing  with  the  outside 
world,  it  is  inclined  to  invite  government  intervention  in  order  to  protect  them. 
Probably  in  times  of  boom  it  will  try  to  push  the  government  away  from  it,  but 
once  the  government  has  intervened,  even  in  the  United  States  and  Western 
Europe,  it  will  be  difficult  to  ignore  the  government  power.  In  the  recently 
man-made  success  economies,  such  as  of  Japan  and  South  Korea,  the  govern- 
ment sector  at  the  beginning  of  the  countries'  rehabilitation  and  build-up  or 
development  has  been  the  guiding  and  promoting  agency.  Agencies  like  the 
MITI  and  Ministry  of  Finance  and  the  similar  counterparts  in  South  Korea 
have  played  an  important  role  in  facilitating  and  initiating  the  private  sector  to 
develop  its  business.  As  conglomerates  like  the  sogo  shosha  (Mitsui,  Mit- 
subishi, Toyota,  Marubeni,  etc.)  and  chaebul  (Daewoo,  Samsung,  Ssangyong, 
etc.),  have  become  big  conglomerates  and  world  traders,  those  government 
agencies  have  become  less  and  less  powerful.  This  big  conglomerates  which 
have  become  friends  and  have  intimate  relations  with  a  great  number  of  inter- 
national financial  institutions,  have  access  to  international  capital  and  money 
markets  and  become  global  traders,  etc.,  which  means  that  they  have  become 
less  dependent  on  government  intervention  or  guidance. 

The  private  and  government  sectors  in  the  ASEAN  region  seems  to  have 
looked  into  this /relationship  and  the  experience  of  these  two  man-made 
miracles  which  seems  to  be  in  the  mind  of  a  number  of  ASEAN  entrepreneurs 
as  well  as  top  leaders  of  ASEAN  countries.  We  have  observed  the  different 
roles  played  and  intervention  made  by  the  government  sector  as  well  as  the  role 
played  by,  and  given  to,  the  private  sector.  We  have  observed  not  only  the 
degree  of  intervention  and  penetration  but  also  the  various  roles  played  by  the 
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private  sector  in  operating  the  different  business  and  economic  activities.  It  is 
not  intended  to  discuss  in  depth  the  role  played  by  and  the  interrelationship 
between  the  government  and  private  sectors.  We  will  only  be  able  to  come  up 
with  some  limited  observation,  selecting  a  number  of  ASEAN  countries, 
perhaps  with  some  evidences  and  some  noted  trends. 

We  have  observed  that  in  the  Malaysian  banking  sector,  which  was  at  the 
beginning  very  much  dominated  by  the  private  sector,  the  share  of  the  dif- 
ferent groups  in  the  private  sector  have  changed  hands  and  the  state-owned 
enterprises  have  become  the  major  shareholders  of  the  top  five  banks  in 
Malaysia.  It  is  also  noted  that  many  of  the  big  corporations  once  owned  by  the 
British  have  changed  hands,  and  it  seems  that  many  of  these  enterprises  have 
been  bought  by  state-owned  enterprises.  They  have  more  or  less  become  state- 
owned  enterprises  such  as  Sime  Derby,  Guthrie,  and  Dunlop.  Although  this 
seems  to  be  the  trend,  the  present  government  is  implementing  its  Fourth 
Malaysian  Plan  (1981-1985)  with  a  high  public  debt  of  M$57  billion,  of  which 
35  per  cent  is  due  to  foreign  creditors.  This  means  that  around  M$5.4  billion  or 
25  per  cent  of  the  budget  "operating  expenditure"  will  have  to  be  apportioned 
to  pay  back  this  debt.5  This  also  means  that  in  implementing  the  targets  set  out 
by  the  Malaysian  Five-Year  Plan,  the  private  sector  will  have  to  be  invited  to 
play  a  bigger  role.  It  seems  that  the  present  administration  has  been  very  vocal 
and  determined  to  give  or  sell  some  of  the  state-owned  enterprises  to  be 
managed  by  the  private  sector.  But  again  here  it  is  implementation  of  the  deci- 
sion by  high  ranking  officers  and  officials  at  the  middle  level  of  the  bureau- 
cracy that  may  have  a  different  perception  of  what  has  been  decided. 

The  present  administration  in  Malaysia  is  also  very  active  in  promoting. the 
establishment  of  groupings  aimed  at  developing  the  general  trading  firm  con- 
cept. Various  combinations  between  government  and  private  grouping  have 
been  formed  to  set  up  a  general  trading  type  of  corporations.  Reactions  to  this 
concept  have  been  mixed.  Academicians  do  not  seem  to  be  in  favour  of  this  big 
general  trading  type  of  corporations,  because  they  prefer  the  present  export 
companies  and  to  allow  them  to.  re-organise  themselves  instead  of  "forcing 
new  combinations"  which  in  reality  is  expected  not  to  operate  effectively. 

It  seems,  however,  that  government  intervention  has  been  found  in- 
creasing, although  the  role  apportioned  to  the  private  sector  has  also  been 
growing.  Perhaps  what  we  will  observe  is  that  for  certain  big  ventures  the  con- 
cept of  joint  venture  between  state-owned  enterprises  and  various  groupings  of 
the  private  sector  will  be  found  to  be  more  and  more  acceptable  than  the 
purely  private  operated  conglomerates.  We  may  be  wrong  in  our  judgement 
and  observation,  which  means  that  we  are  open  for  correction.  Perhaps  the 


5Slrails  Times,  October  27,  1984. 
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case  of  Thailand  might  be  different  as  we  look  it  from  our  state  of  knowledge 
of  the  role  played  by  the  private  sector  there.  From  what  we  know,  the  banking 
industry  of  Thailand  is  now  still  being  dominated  by  privately  owned  banks 
like  the  Bangkok  Bank,  while  the  many  private  groupings  in  the  agro-business 
and  industrial  sectors  are  predominantly  in  the  hands  of  private  entrepreneurs. 
It  is  also  known  that  an  ex-prominent  private  businessman  has  been  appointed 
Minister  of  State  attached  to  the  Prime  Minister's  Office  in  order  to  look  for 
ways  and  means  on  how  to  promote  the  private  business  sector.  The  state- 
owned  enterprises  seem  to  be  operating  more  in  the  sector  of  public  utilities 
such  as  telecommunications,  etc.  Government  intervention  is  also  there,  but  it 
seems  that  the  private  sector  has  come  to  a  kind  of  working  relationship  with 
the  bureaucracy.  These  technocrats  appear  to  have  supported  the  export 
strategy  of  Thailand  in  trying  to  diversify  its  range  of  products  in  which  it  has 
succeeded  (see  the  list  of  primary  commodities  for  export  which  has  been  in- 
creased substantially  compared  to  that  of  other  ASEAN  countries). 

The  Philfppines  private  sector  seems  to  have  changed  its  ownership  pattern 
under  the  Marcos  Administration.  The  old  traditional  business  groupings  have 
apparently  been  pushed  out  of  the  main  stream  of  business.  The  only  surviving 
old  traditional  grouping  is  the  Soriano/San  Miguel  Group.  But  with  the  death 
of  Soriano  Senior,  control  has  passed  over  to  one  of  the  new  groupings  under 
E.M.  Cojuangco  who  is  seen  as  having  a  close  relationship  with  the  people  in 
power.  However,  a  number  of  these  new  groupings  who  have  become  very 
prominent  and  dominant  in  a  number  of  business  activities  appear  to  have  col- 
lapsed leaving  the  government  of  the  Philippines  with  no  other  alternative  but 
to  come  to  rescue  them.  This  was  rather  costly,  and  it  is  now  known  that  many 
of  the  once  privately  owned  enterprise  (owned  by  those  groups  considered  to 
be  close  to  the  power  centre)  are  now  in  the  hands  of  the  government  banks  or 
agencies.  Although  this  is  the  case,  the  private  sector  seems  to  be  still  quite 
strong  notwithstanding  that  many  of  the  big  privately  owned  banks  seem  to 
have  been  in  trouble  lately.  Their  urge  to  expand  to  other  places  in  ASEAN 
was  at  one  stage  very  feasible,  but  it  is  now  practically  stopped.  The  San 
Miguel  Group  has  been  very  active  in  branching  out  to  the  region.  Services 
such  as  the  SGV  Group  have  expanded  to  all  ASEAN  countries,  although  less 
successful  are  the  other  Philippines  consultant  companies.  It  seems  that  the 
private  sector  in  the  Philippines  has  become  a  force  in  the  political  develop- 
ment of  the  Philippines.  At  present  we  estimate  that  government  intervention 
in  the  Philippines  has  increased  compared  to  a  couple  of  years  ago.  This  is  pro- 
bably a  consequence  of  the  economic  difficulties  faced  by  the  present  ad- 
ministration and  the  still  unsettled  discussion  with  the  IMF,  although  there  are 
some  encouraging  signals  from  this  international  body.6  It  is  also  worth  noting 

6IMF  and  the  Philippines  government  have  come  to  an  agreement  beginning  of  November 
1984. 
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here  that  the  present  administration  has  appointed  a  well-known  private 
banker  as  the  present  governor  of  the  central  bank.  We  have  not  seen  this  hap- 
pening in  other  ASEAN  countries,  although  we  should  also  note  that  Prime 
Minister  Mahathir  has  appointed  a  private  businessman  as  his  Minister  of 
Finance. 

Singapore  is  seen  by  many  of  us  as  the  most  privately  run  economy.  Many 
of  the  big  groupings,  such  as  OCBC,  UOB,  and  OUB,  are  known  throughout 
the  region.  But  it  should  also  be  noted  here  that  of  equal  importance  are  the 
state-owned  and  jointly  run  corporations.  The  Singapore  government  has  been 
able  to  come  quietly  in  the  big  league  of  business  like  the  Development  Bank  of 
Singapore,  while  in  the  trade  sector  there  is  Intraco  (combined  with  private  in- 
terest), a  shipping  and  holding  company,  and  also  a  special  corporation 
(holding  company)  to  manage  the  international  reserves  of  Singapore  (chaired 
by  the  Prime  Minister). 

In  other  words,  the  privately  owned  and  government-owned  enterprises  are 
of  equal  importance  in  the  management  of  the  Singapore  economy  and  here 
government  intervention  is  definitely  present,  but  probably  in  a  much  more 
subtle  way  of  operation.  The  Singapore  International  Airways,  as  the  national 
flag  carrier,  can  be  seen  as  becoming  an  international  company,  and  the  de- 
velopment of  Singapore  as  a  financial  centre  and  also  as  a  brainpower  centre 
might  also  be  seen  as  part  of  the  role  played  by  the  national  private  sector.  In 
developing  this  concept  of  financial  and  brain  power  centres,  however,  the 
Singapore  government  has  been  the  promoter  and  initiator  and  has  given  the 
required  facilities  to  those  in  the  private  sector  willing  to  implement  this  con- 
cept. Thus  in  this  case  the  role  of  the  government  has  been  a  very  active  one. 

Indonesia  had  decided  in  1966  to  nationalise  all  Dutch  enterprises,  in- 
cluding a  number  of  big  banks,  hundreds  of  plantations  (rubber,  palm  oil, 
etc.),  shipping  companies,  trading  houses,  insurance  companies,  industrial 
units,  etc.,  which  were  considered  at  that  time  as  controlling  about  75  per  cent 
of  the  Indonesian  economy.  As  a  consequence  of  this  take-over  exercise,  the 
state  sector  has  expanded.  At  present  the  banking  industry  has  been  dominated 
by  the  five  state-owned  banks,  controlling  approximately  80  per  cent  of  the 
credit  volume.  State-owned  enterprises  are  dominating  the  agriculture  planta- 
tion sector  where  palm  oil,  rubber,  tea,  etc.,  are  its  main  export  produce.  In 
the  other  industries  such  as  cement  and  fertilisers, -state-owned  enterprises  are 
very  obvious.  They  have  been  losing  their  shares  of  the  market  in  the  trading 
sector.7  The  so-called  general  trading  houses,  which  once  dominated  In- 


7Some  of  the  state-owned  enterprises  are  given  the  "monopoly"  of  importing  specified  import 
commodities. 
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donesia's  economy  and  were  taken  over  by  the  state,  have  decreased  in  im- 
portance as  the  country  has  changed  from  a  sellers'  market  into  a  buyers' 
market.  By  allowing  foreign  as  well  as  domestic  investors  to  invest  in  the 
private  sector,  their  shares  in  the  domestic  economy  have  been  increasing  al- 
though the  presence  of  state-owned  enterprises  are  still  considered  as  domi- 
nant. Government  intervention  and  other  types  of  government  "participation" 
is  much  more  apparent  in  Indonesia  than  in  the  other  ASEAN  countries.  It  is 
true  that  in  the  Fourth  Five  Year  Development  Plan  the  Indonesian  govern- 
ment has  invited  the  private  sector  to  give  bigger  support  to  the  country's  de- 
veloment  because  of  the  decreasing  income  from  oil.  The  government's  capa- 
bility in  terms  of  financing  development  projects  has  diminished.  So  the 
private  sector  has  been  encouraged  to  participate  more  actively.  This  pledge  by 
the  higher  echelon  of  the  government  bureaucracy  appears  to  have  been  wel- 
comed and  the  government  technocrats  at  the  top  management  of  the  country 
have  been  honest  in  inviting  and  encouraging  the  private  sector.  However,  it 
seems  that  this  is  "one  current"  but  the  "undercurrent"  or  the  officials  in  the 
bureaucracy  seem  to  be  reluctant  in  implementing  this  change  of  attitude. 
Their  attitude  seems  to  have  been  observed  by  many  of  the  private  enterprises 
which  are  hoping  for  a  change  in  attitude  and  behaviour  among  these  officials. 
In  some  sectors  the  opposite  appears  to  be  the  case.  There  are  cases  assign- 
ments to  the  state-owned  enterprises,  although  they  know  that  these  units  are 
performing  less  efficiently  than  private-run  companies.  Therefore  many 
private  enterpreneurs  seem  still  to  be  very  acceptable  to  the  change  of  attitude 
among  those  who  are  entrusted  with  the  implementation.  It  is  our  personal 
view  that  it  will  be  very  difficult  for  these  bureaucrats  to  change  their  be- 
haviour because  they  are  still  of  the  opinion  that  they  are  civil  servants.  This 
means  that  their  job  is  to  instruct  and  govern  and  the  private  sector  or  the  rest 
has  to  obey.  Although  this  has  never  been  expressed  openly,  but  from  their  at- 
titude, policies,  guidance,  etc.,  it  appears  to  be  a  kind  of  general  attitude.  This 
in  reality,  means  that  practically  all  activities  of  the  private  sector  have  become 
part  of  the  "channels  of  the  bureaucracy,"  and  sometimes  some  of  them  have 
become  a  mere  extention  of  the  complicated  and  complex  bureaucracy. 

However,  this  does  not  mean  that  the  market  and  price  mechanisms  do  not 
operate  in  the  Indonesian  economy.  Although  here  and  there  are  "pocket 
economies"  (quasi  monopolies  established  for  certain  commodities),  the  ma- 
jority of  these  goods,  once  they  have  come  into  the  market,  are  more  or  less 
being  decided  by  the  price  and  market  mechanism. 

Compared  to  other  ASEAN  countries,  one  might  conclude  that  the  state- 
owned  enterprises  in  some  business  activities  in  Indonesia  appear  to  have  a 
greater  dominating  position  than  that  of  the  private  sector.  The  Indonesian 
private  sector  seems  to  be  still  at  the  level  of  searching  for  a  position  which  will 
give  them  a  more  challenging  role  to  play. 
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CAPABILITIES  OF  THE  PRIVATE  SECTOR 

At  the  beginning,  many  of  the  private  groupings  have  to  accept  business 
agreements  that  are  less  favourable  to  them.  Fifteen  years  ago,  when  ASEAN 
countries  opened  up  their  economies  to  foreign  direct  investment,  Japanese  in- 
vestors offered  the  so-called  "package  deal"  principle  to  us  all.  It  means  that 
the  national  partner's  contribution  might  be  in  the  form  of  a  working  licence 
along  with  a  piece  of  land  where  the  factory  will  eventually  have  to  be  es- 
tablished. The  Japanese  partner  provides  the  joint  venture  with  capital, 
management,  technical  knowhow,  marketing  knowledge,  etc.  Having  the 
majority  share  in  hand,  it  is  logical  that  the  Japanese  partner  is  practically  the 
real  decision  maker,  although  the  national  partner  might  officially  or  nominal- 
ly become  the  president  of  the  joint  venture.  In  some  countries,  joint  ventures 
are  allowed  to  go  into  the  distribution  business  and  by  so  doing  the  marketing 
of  the  products  will  also  be  handed  by  the  joint  ventures.  In  other  ASEAN 
countries,  probably  the  Philippines  and  Indonesia,  the  distribution  of  the  pro- 
ducts has  to  be  given  to  national  enterprises.  This  policy  seems  to  be  very  im- 
portant for  the  creation  of  a  more  capable  private  sector.  Many  of  the  national 
partners  have  managed  to  organise  a  distribution  network  of  the  products  and 
have  therefore  been  able  to  take  advantage  of  the  growing  market  of  the  newly 
created  manufacturing  products.  Not  only  have  they  gained  experience  in 
modern  marketing  methods,  but  have  also  been  able  to  start  with  their  capital 
formation.  The  last  ten  years  have  been  very  important  for  the  national 
partners,  especially  when  they  succeed  in  distributing  the  newly  created  manu- 
facturing products. 

Along  with  this  development,  the  average  high  growth  rate  of  the  national 
economy,  from  the  national  point  of  view,  has  given  another  impetus  to  the 
national  private  groups.  They  could  take  advantage  of  the  growing  credit 
standing  of  the  country  in  the  international  capital  and  money  markets.  This 
means  that  a  number  of  private  groupings  and  corporations  in  the  region  have 
developed  business  relationships  with  the  international  banking  community 
and  are  also  exposed  to  the  possibilities  of  tapping  from  the  international 
capital  and  money  markets.  Let  us  have  a  look,  for  instance  at  Table  7.  Here 
we  come  across  a  relatively  short  list  of  ASEAN  enterprises  which  have  gone  to 
the  international  capital  market  for  funds. 

Formerly  these  corporations  were  only  exposed  to  one  or  two  national  or 
international  banks,  but  now  they  are  in  a  position  to  tap  funds  from  a  larger 
number  of  sources.  This  has  undoubtedly  increased  their  capability  to  raise 
funds,  whenever  they  embark  on  feasible  business  projects.  In  reality,  this 
means  a  lot  to  the  private  groupings  in  the  region.  They  are  now  in  a  better, 
position  to  dismantle  the  so-called  "package  deal"  principle.  With  the  needed 


Table  7 


ASEAN  TOP  50  (IN  TERMS  OF  ASSETS,  PROFITS  AND  SHAREHOLDERS) 

(in  US$  million) 


Rank 

Company 

Country 

1981 
Assets 

1981 
Profits 

Mid-Year 
1982 

Shareholders 

(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

(7) 

1. 

Bangkok  Bank  Ltd. 

(T) 

7  ,327 

48 

- 

15,916 

2 . 

The  Development  Bank 
of  Singapore  Ltd. 

(S) 

5,24la 

50.6 

24.8 

6,586 

3. 

United  Overseas 
Bank  Ltd. 

(S) 

4,499  ° 

61 . 5 

-L  /  ,  JDD 

4. 

Oversea-Chinese 
Banking  Corp.  Ltd. 

(S) 

3,488° 

54.2 

27.9 

14,000 

5. 

Malayan  Banking  Bhd. 

(M) 

3,457 

26.3 

- 

2,557 

6. 

Overseas  Union 

DdllK  IjUQ. 

(S) 

2 , 116 

24 . 7 

20.6 

3,736 

7. 

Ayala  Corp. 

(PI) 

1,872 

18.7 

— 

3,955 

8 . 

Public  Bank  Bhd. 

(M) 

929 

5.3 

5.1 

3,212 

9. 

Tat  Lee  Bank  Ltd. 

(S) 

926 

8.8 

4.6 

6,428 

10. 

Sime  Darby  Bhd. 

(M) 

809 

41.1b 

- 

39,000 

11. 

CDCP  Inc. 

(PI) 

770 

2.8 

- 

12. 

Inchcape  Bhd. 

(M) 

498 

14.9 

11 ,946 

13. 

Neptune  Orient 
Lines  Ltd. 

(S) 

489 

14.5 

4 .  2 

25 ,000 

14. 

Hong  Leong  Finance  Ltd, 

(S) 

443 

10 

6.7 

1 , 900 

15. 

Great  Eastern  Life 
Assurance  Co.  Ltd. 

(S) 

440 

4.5 

- 

- 

16. 

Industrial  s 
Commercial  Bank  Ltd. 

(S) 

421 

10  -  04 

8.6 

1,234 

17. 

Keppel  Shipyard  Ltd. 

(S) 

402 

11.5 

14.4 

7,905 

18. 

Straits  Steamship  Ltd. 

(S) 

372 

9.3 

2,370 

19. 

Malayan  United 
Industries  Bhd. 

(M) 

370 

20 

8.4 

4,600 

20. 

Genting  Bhd. 

(M) 

356 

23.1 

11.2 

14,200 

21. 

Multi-Purpose 
Holding  Bhd. 

(M) 

328 

5.5 

3.2 

33,207 

22. 

Singapore  Land  Ltd. 

(S) 

290 

2.46 

2,000 

23. 

San  Miguel  Corp. 

(PI) 

263 

34.5 

17.9 

21,588 

24. 

Consolidated 
Plantations  Bhd. 

(M) 

256 

22.9 

22,178 

25. 

Tra'etors  Malaysia  Bhd. 

(M) 

252 

17. 5b 

2,400 

26. 

United  Motor  Works 
(M)  Holdings  Bhd. 

(M) 

245 

8.'4 

- 

5,181 

27 . 

I'ldr    nuiu -Lily a  unci  • 

Tin 

z  jy 

4  3b 

1  ,  oUU 

28. 

Cold  Storage 
Holdings   (PLC)  Ltd. 

(S) 

238 

9.5 

4.4 

6,340 

29. 

K.L.  Kepong  Bhd. 

(M) 

234  - 

28.4 

14,493 

30. 

Tan  Chong  Motor 
Holdings  Bhd. 

(M) 

204 

11.3 

Table  7  (continued) 


31. 

Shell  Refining  Co. 
(FOM)  Bhd. 

(M) 

203 

15.3 

4,694 

32. 

Highlands  S  Lowlands 
Bhd. 

(M) 

200 

11.3 

33. 

Hong  Fok  Ltd. 

(S) 

183 

2.7 

11 ,000 

34. 

Sembawang  Shipyard  Ltd. 

(S) 

180 

29.4 

5,000 

35. 

SEA  Lumber  Corp.  (Bhd.) 

(M) 

178 

- 

- 

- 

36. 

Straits  Trading  Co.  Ltd. 

(S) 

171 

2.8 

7  ,900 

37. 

Supreme  Corp.  Bhd. 

(M) 

168 

1.5 

38. 

Haw  Par  Brothers 
Int.  Ltd. 

(S) 

166 

10.4 

12,000 

Pufi p  £  rarriaafi  Ltd . 

(S) 

161 

14.1 

9,692 

40. 

Singapore  Finance  Ltd. 

(S) 

158 

3.1 

- 

2,915 

41. 

Esso  Malaysia  Bhd. 

(M) 

151 

12.8 

8,200 

42. 

Hong  Leong  Credit  Bhd. 

(M) 

148 

2.3 

_ 

43. 

Singapore  Bus  Services 
Ltd. 

(s) 

147.8 

3.8 

2.6 

47,000 

44. 

United  Overseas 
Finance  Ltd. 

(S) 

141 

3.8 

- 

1,599 

45. 

United  Overseas 
Land  Ltd. 

(S) 

139 

4.3 

- 

6,202 

46. 

Promet  Bhd. 

(M) 

136 

12.2 

- 

6,000 

47. 

National  Iron  S 
Steel  Mills  Ltd. 

(S) 

131 

10.3 

47. 

Magnum  Corp.  Bhd. 

(M) 

131 

2.9 

5 . 1 

48. 

United  Engineers  Ltd. 

(S) 

130 

12.2 

-4.2 

- 

49. 

Malaysian  Tobacco  Co. 
Bhd. 

(M) 

128 

20.9 

6,700 

49. 

Wearne  Brothers  Ltd. 

(S) 

128 

7.1 

2.7 

6,318 

50. 

Philex  Mining  Corp. 

(PI) 

123 

15.08 

— 

40,000 

Company  returns  after 

Benguet  Corp. 

(PI) 

313 

23.3 

- 

23,484 

Atlas  Mining  s 
Dev.  Corp. 

(PI) 

55.5 

0.45 

- 

38,672 

Caltex  Philippines  Inc. 

(PI) 

390 

33.9 

11 

Net  current  assets         b1982  Consolidated  assets  (group) 


-  The  Philippine  Long  Distance  Telephone  Co.  Inc.  reports  having  226,817 
shareholders  and  a  net  income  of  approx.  25.1  million  for  the  year 
ended  December  31,  1981. 

-  Table  based  on  information  provided  by  companies . 


Source:     Insight,  December  1982. 
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funds  available  and  accessible  to  them,  they  could  hire  or  buy  technological 
manpower  in  order  to  enable  them  to  tackle  feasible  business  projects  on  their 
own.  Only  bigger  and  more  sophisticated  technological  projects  would  need 
the  assistance  of  the  foreign  partners,  and  here  and  there  in  bigger  sophisti- 
cated projects  we  might  still  observe  the  package  deals  offered  to  state-owned 
enterprises.  In  the  field  of  computers,  we  will  have  to  accept  a  different  ar- 
rangement because  of  the  needed  technological  know-how  which  is  still  scarce 
in  ASEAN  countries.  This  might  be  even  the  case  with  Singapore  which  has 
developed  a  certain  degree  of  expertise  in  the  computer  industry.  However,  it 
will  be  seen  that  in  the  traditional  and  modern  manufacturing  sectors  many  of 
the  ASEAN  private  groupings  have  developed  their  capability  and  capacity  to 
do  this  on  their  own  strengths  and  in  their  own  organisation. 

Perhaps,  as  we  develop  and  implement  our  export  strategy,  a  different  kind 
of  arrangement  has  to  be  made  with  those  interested  in  investing  in  the  export- 
oriented  industries.  One  of  the  major  weaknesses  of  many  of  the  ASEAN 
countries  is  how  to  market  the  thousands  of  new  products  designed  for  the 
export  market.  How  do  ASEAN  countries  reach  the  hundreds  of  millions  of 
ultimate  consumers  all  over  the  world?  Will  they  be  able  to  organise  and  reach 
these  hundreds  of  millions  of  customers  through  the  establishment  of  their  own 
networks,  or  through  a  number  of  new  arrangements  with  those  already  ex- 
perienced in  this  international  marketing  network?  These  are  only  a  couple  of 
fundamental  questions  that  have  to  be  answered  by  many  of  the  policy-makers 
in  ASEAN,  among  the  private  as  well  as  state-owned  enterprises.  We  are 
aware  that  these  are  not  simple  questions,  but  they  will  have  to  be  tackled  na- 
tionally by  all  of  us  who  are  interested  in  the  development  of  the  country. 


DEVELOPMENT  OF  ASEAN  THIRD  WORLD  NICS 

In  many  areas  of  business,  industry,  banking  and  other  service  activities 
a  number  of  ASEAN-based  corporations,  whether  private  or  state-owned, 
have  developed  potentials  and  activities  which  will  make  them  the  ASEAN 
Third  World  MNCs.  No  serious  study  has  been  made  by  us  on  these  groupings. 
We  are  only  in  a  position  to  mention  a  couple  of  them  as  some  kind  of  indi- 
cator of  their  potentially  to  grow  into  "ASEAN  Third  World  MNCs."8 
Perhaps  when  we  make  a  more  detailed  study  of  it,  we  will  discover  more 
groupings  with  the  same  potentiality. 

If  we  observe  the  development  of  these  enterprises  in  Malaysia,  we  are  of 
the  opinion  that  some  of  them  may  already  be  qualified  to  be  grouped  as 
ASEAN  Big  Corporations.  These  enterprises  were  originally  organised  and 


8See  J.  Panglaykim,  Emerging  Enterprises  in  the  Asia-Pacific  Region  (Jakarta:  CSIS,  1979). 
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managed  by  Western  managers  mostly  British.  With  the  successful  acquisition 
of  these  enterprises  in  which  the  Malaysian  enterprises  (private  or  government) 
have  managed  to  have  majority  share-holdings,  in  some  cases  almost  100  per 
cent,  they  seem  to  have  been  taken  over  as  well-run  organisations.  In  many  of 
these  cases  the  operational  management  appears  to  have  been  maintained,  and 
only  a  few  at  the  top  layer  are  not  nationals.  Corporations  like  Sime  Derby, 
Harrisons  &  Crossfield,  Guthrie,  and  Dunlop,  are  some  of  the  examples.  In 
particular,  the  Sime  Derby  organisation  has  been  very  active  in  a  number  of 
ASEAN  countries  and  has  also  expanded  its  operations  to  other  non-ASEAN 
countries.  It  has  200  companies  operating  in  20  countries.  We  could  consider 
an  organisation  such  as  Sime  Derby  as  developing  into  an  ASEAN  interna- 
tional corporation. 

The  Kuok  Brothers  Group,  another  well-run  organisation,  has  developed 
business  in  other  ASEAN  countries,  Hong  Kong,  Australia,  the  United 
Kingdom,  and  perhaps  the  United  States.  It  has  diversified  itself  into  various 
business  activities.  This  group  can  be  seen  as  a  purely  privately  run  as  well  as 
owned  group,  although  it  has  joined  with  a  number  of  state-owned  companies. 
It  is  also  one  of  the  important  participants  in  one  of  the  just  established 
general  trading  firms. 

It  will  be  observed  that  in  the  banking  sector,  the  rapid  development  of  the 
Malayan  Banking  Berhad  whose  majority  shareholding  is  now  in  the  hands  of 
state  enterprises  has  enabled  it  to  spread  its  wings  into  such  traditional  places 
as  Singapore,  Western  Europe,  the  United  States,  Thailand,  perhaps  in  some 
other  parts  of  the  world. 

We  have  seen  in  Singapore  the  development  of  a  number  of  banks,  other 
private  groupings  and  big  state-owned  or  affiliated  companies  with  the  poten- 
tiality of  becoming  ASEAN  Third  World  corporations.  As  the  Singapore 
financial  industry  developed  into  a  financial  centre,  many  of  the  locally 
oriented  banks  have  reorganised  their  companies,  hired  trained  experts,  and 
expanded  their  operations  not  only  regionally  but  also  internationally.  Fi- 
nancial groupings  like  OCBC,  UOB,  OUB,  DBS  (a  joint  venture  between  the 
government  and  foreign  banks)  diversified  themselves  to  other  activities  and 
have  under  their  control  a  number  of  other  business  operations  ranging  from 
real  estates  to  manufacturing  industries  and  other  business  activities.  The  UOB 
Group  in  particular  has  been  very  active  in  the  merging  process,  and  it  seems  to 
be  aiming  as  a  group  at  becoming  the  number  one  corporation.  Although 
probably  the  youngest  among  the  leading  banks,  the  DBS  has  been  developing 
very  rapidly.  These  groupings  have  been  active  in  the  business  activities  of  the 
ASEAN  region.  They  have  also  expanded  their  wings  to  Australia,  Tokyo 
Hong  Kong,  London,  New  York,  and  the  Middle  East.  As  one  of  the  regional 
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financial  and  developing  brainpower  centres,  Singapore  has  "developed" 
business  groupings  that  could  assist  other  business  groupings  in  the  region, 
which  might  be  in  terms  of  cross  investment,  consultancy  services  or  other 
types  of  services. 

Thailand  seems  to  have  many  more  national  private  groupings  that  are 
strong  at  the  national  level.  Generally  they  are  still  considered  as  family  cor- 
porations, of  which  some  have  gone  public.  One  of  the  better  known  private 
groups  in  the  Bangkok  Bank  Group,  has  branches  in  practically  all  ASEAN 
capitals  except  Manila.  This  group  has  diversified  its  interests  and  is  operating 
not  only  regionally,  that  is,  ASEAN-wise,  but  also  expanding  its  operations  to 
Hong  Kong,  London,  Tokyo,  and  New  York.  Pockhand,  a  group  in  the  feed- 
millet  business,  appears  to  have  expanded  into  the  region.  It  is  one  of  the  big 
feedmillet  producers  that  has  developed  quite  an  international  network  of 
distributing  its  products.  It  is  quite  substantial,  for  instance,  in  Indonesia  and 
Singapore  they  have  joint  operations,  and  may  have  other  joint  ventures  in 
other  ASEAN  countries.  It  is  by  far  the  biggest  in  this  business,  and  could  be 
considered  as  operating  regionally  and  internationally. 

The  Thai  Farmers  Bank  Group  is  another  family  business  that  has  ex- 
panded internationally  and  established  operations  in  Tokyo  and  New  York. 
There  may  no  doubt  be  other  bigger  groups  that  have  expanded  regionally  and 
internationally.  A  failure  was  cited  in  the  Asian  Wall  Street  Journal  about  the 
Asia  Trust  Banking  (ATB)  Group,  but  it  is  now  taken  over  by  the  Central 
Bank.  Once  associated  with  the  Bangkok  Bank,  it  went  on  its  own  and  it  seems 
that  the  top  man  who  ran  the  ATB  as  a  personal  fiefdom  had  got  into  dif- 
ficulties and  was  declared  bankrupt.  His  whereabouts  are  not  known.  Insofar 
as  the  ATB  failure  is  concerned,  it  is  in  terms  of  volume  still  far  bellow  that  of 
the  Carrian-George  Tan  Group  of  Hong  Kong.  The  George  Tan  case  could  be 
considered  as  the  financial  failure  of  the  "Century." 

As  mentioned  earlier  about  the  Philippines,  the  old  oligarchical  groupings 
of  private  enterprises  have  been  pushed  aside  by  the  newly  developed  private 
groupings  which  are  aligned  with  the  power  structure.  The  provision  of  special 
facilities  to  these  private  groupings  has  been  responsible  for  the  boosting  of 
their  expansions.  Of  the  old  oligarchical  groupings  probably  only  the  Soriano- 
San  Miguel  Group  and  the  Ayala  Family  (Enrique  Zobel)  Group  seem  to  have 
survived,  although  in  the  end  the  San  Miguel  Group  is  under  control  of  the 
Cojuangco  Group  which  is  very  strong,  for  example,  in  coconut  and  banking. 
The  top  man,  Eduardo  M.  Cojuangco,  is  now  considered  the  most  powerful 
man  in  the  business  sector  of  the  Philippines.  One  by  one  of  the  other  newly 
boosted  private  companies  seem  to  have  been  declared  bankrupt  and  generally, 
taken  over  by  government  agencies,  leaving  quite  an  amount  of  debts  to  the 
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new  owners.  It  looks  as  if  at  present  the  number  of  promising  Third  World 
(Philippines)  corporation,  with  the  exception  of  the  San  Miguel  Group,  which 
is  operating  regionally,  with  representation  in  Hong  Kong,  has  shrunk  con- 
siderably. The  San  Miguel  beer  appears  to  have  penetrated  the  ASEAN 
market. 


A  group  in  the  services  sector,  the  SGV  Group  of  accountants  and  manage- 
ment consultants,  seems  to  have  been  quite  successful  in  penetrating  the 
ASEAN  region.  The  only  "failure"  in  this  category  of  corporations  seem  to  be 
the  Singapore  group  of  accountants.  The  interest  of  this  group  has  been  sold  to 
an  American  group  of  accountants. 

With  the  present  economic  difficulties,  the  Philippines  private  sector  may 
have  to  endeavour  to  survive  first  before  it  is  in  a  position  to  think  of  ex- 
panding regionally. 

The  Indonesian  private  sector  has  also  benefitted  from  the  favourable 
credit  standing  of  the  country.  We  have  seen  a  number  of  private  groupings 
which  have  managed  to  expand  their  operations  not  only  regionally  but  also 
internationally.  For  example,  the  Liem  Sioe  Liong  Group  is  the  most  active 
grouping,  having  expanded  into  banking,  manufacturing,  distribution,  etc.  It 
has  not  only  a  banking  and  merchant  banking  corporation  in  the  United  States 
but  also  a  well-known  Dutch  general  trading  firm  (Hagemeyer)  in  Singapore 
and  cement  plants  both  in  Singapore  and  Hong  Kong.  It  is  by  far  the  most 
diversified  group  operating  regionally  and  is  now  already  feasible  in  the  inter- 
national business  scenery. 

Perhaps  the  Astra  International  Group  is  also  gradually  operating  in  the 
region  with  its  merchant  bank  group  (Summa  Group),  trading  with  the  region, 
and  seemingly  expanding  also  its  wings  in  other  fields  of  activity  in  order  to 
diversify  its  operations.  Its  activities  in  the  international  business  scenery  is 
becoming  more  feasible,  too. 

Another  grouping,  the  Ciputra  Group,  is  together  with  its  affiliated  com- 
panies another  example  of  a  growing  group  of  corporations.  Sometimes  one 
also  fails  to  mention  a  quiet  group,  the  Wirontono  Group,  which  has  substan- 
tial investment  in  the  region  and  internationally.  At  one  stage  the  Panin  Group 
also  operated  in  places  like  Hong  Kong,  but  it  seems  that  it  is  consolidating  its 
national  business  before  embarking  on  an  expansion  of  operations  in  the 
ASEAN  region. 

These  private  groupings  and  a  number  of  others,  which  might  already  be  in 
the  regional  business,  may  be  considered  as  potential  groupings  in  Indonesia 
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which  at  one  stage  in  the  future  may  be  considered  as  ASEAN  NICs.  We  have 
given  the  reader  a  qualitative  approach  of  those  private  groupings  which  are 
regarded  as  potential  groupings  in  the  ASEAN  region  or  as  groupings  already 
in  the  class  of  ASEAN  Third  World  MNCs.  Perhaps  compared  to  the 
Japanese  and  South  Korean  MNCs,  these  groupings  may  still  be  lagging  behind 
in  terms  of  network,  diversification  or  sophistication,  but  they  have,  in  fact, 
started  with  making  themselves  counted  for  in  the  regional  and  international 
business  worlds,  although  in  a  far  modest  scale  than  the  giants. 


ASEAN  PRIVATE  SECTOR'S  CO-OPERATIVE  EFFORTS 

At  present  not  a  day  seems  to  have  passed  by  without  an  event  indicating 
ASEAN  gathering.  Associations  and  co-operation  among  ASEAN  officials 
and  private  groupings  have  increased  tremendously  in  the  last  few  years.  One 
will  see  more  associations  among  ASEAN  lawyers,  accountants,  economists, 
parliamentarians,  sportsmen,  university  professors,  and  researchers  while  the 
number  of  seminars  discussing  topics  from  Vietnam  to  scientific  subjects  has 
also  been  increasing.  All  these  activities  among  ASEAN  organisations,  in- 
dividuals, and  groupings  have  enhanced  ASEAN  feeling  and  perception  and 
have  laid  a  foundation  for  co-operative  efforts  which  will  be  very  important 
ingredients  for  the  future.  Let  us  now  look  into  these  co-operative  efforts  ini- 
tiated by  the  private  business  sector. 


ASEAN  FINANCE  CORPORATION  (AFC)9 

The  ASEAN  Finance  Corporation  (AFC)  is  a  brain-child  of  the  ASEAN 
Banking  Council  (ABC),  while  the  ASEAN  Banking  Council  is  the  council 
formed  by  the  ASEAN  Bankers  Association. 


Establishment 

Despite  the  difficulties  that  have  arisen  from  the  different  banking  laws, 
regulations,  etc.,  the  AFC  was  formally  established  in  May  1981  with 
Singapore  as  its  headquarters. 


'See  Juli  Weber,  "Low  Profile  Match  Making,"  Asia  Banking,  October  1984,  from  which  arj 
tide  —rT  ^taken.  See  also  J.  Panglaykim.  ASEAN  Finance  Corporanon:  Prospeas  an, 
Challenge  (Vienna:  Unido,  1982). 
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Capitalisation 

It  is  a  non-bank  financial  institution  with  a  paid-up  capital  of  S$100 
million  (US$46  million),  its  operations  being  effectively  started  only  about  two 
years  ago. 


Objectives 

Its  activities  are  centred  around  four  basic  objectives,  namely:  promotion 
of  industrial  development,  promotion  of  intra-regional  trade,  promotion  of 
financial  co-operation  within  ASEAN,  and  mobilisation  of  financial  re- 
sources. It  also  provides  investors  with  assistance  in  project  evaluation,  in- 
cluding advice  on  financial  structuring  and  loan  packaging,  implementation  of 
selected  financing  schemes,  initial  organisation  of  projects,  and  provision  of 
managerial  services  where  necessary. 

According  to  Syed  Elias  Alhabshi,  President  and  Chief  Executive  of  AFC, 
the  corporation's  role  is  that  of  a  marriage  broker  inasmuch  as  it  assist  as  in 
identifying  partners  for  potential  investors,  both  within  and  outside  ASEAN, 
so  as  to  promote  economic  co-operation.  There  are  about  25  projects  done 
now,  only  12  of  which  having  drawn  up  their  loans  so  far.  In  total  about 
US$60  million  is  involved,  but  there  are  in  addition  30  to  40  additional  projects 
applying  for  assistance  and  being  considered.  The  commercially  viable  pro- 
jects are  in  the  areas  of  agriculture,  manufacturing  of  consumer  goods,  agri- 
cultural and  industrial  products,  services  such  as  construction  and  coastal 
shipping,  and  trade. 


ASEAN  CHAMBER  OF  COMMERCE  AND  INDUSTRY  (ASEAN-CCI) 

The  ASEAN  Chamber  of  Commerce  and  Industry  has  been  very  active  in 
organising  annual  meetings  among  ASEAN  Chambers,  as  well  as  meetings  with 
their  counterparts  in  the  EEC,  the  United  States,  Japan,  etc.  Along  with  the 
annual  meetings  they  have  also  organised  themselves  into  industrial  clubs  and 
held  regular  meetings.  As  far  as  we  know,  the  Committee  on  Trade  has  for- 
mally established  the  ASEAN  General  Trading  Corporations.  We  say  formally 
because  it  seems  that  they  have  yet  to  operate.  We  have  some  experience  in  im- 
plementing such  an  ASEAN  effort.  The  problems  surrounding  the  implemen- 
tation of  a  formal  body  into  an  operational  unit  are  rife  because  of  the  dif- 
ferent laws,  histories,  regulations,  etc. 
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The  ASEAN-CCI  has  proposed  in  October  1983  some  form  of  co-opera- 
tion such  as  (i)  industrial  joint  ventures  and  (ii)  industrial  complementations. 
The  agreement  on  Preferential  Trading  Arrangements  (PTA)  may  enhance  the 
possibility  of  establishing  industrial  joint  ventures.  The  PTA  may  has  four  im- 
portant features,  namely: 

a.  Long-term  supply  contracts  for  basic  commodities  encouraging  preferential 
duties  and  priority  supply  in  times  of  world-wide  shortage. 

b.  Trade  finance  at  preferential  interest  rates. 

c.  Preferential  government  procurement,  each  of  the  ASEAN  members 
issuing  pre-tender  notices  of  government  contracts  to  other  four  with  a 
preferential  margin  of  2.5  per  cent  per  bid. 

d.  Tariff  preferences  on  a  product-by-product  basis  (either  multilaterally  or 
bilaterally). 


SUMMARY 

We  have  given  the  reader  some  of  the  relevant  figures  in  order  to  have  a 
better  understanding  of  ASEAN's  direction  of  trade,  trading  partners,  com- 
modity pattern  of  imports  and  exports. 

ASEAN  seems  to  have  remained  one  of  the  main  suppliers  of  generally  un- 
processed raw  materials.  Singapore  has  always  been  an  exception,  since  it  has 
always  been  in  the  services  sector  that  has  made  its  entrepot  trade  very  promi- 
nent along  with  their  financial  sector.  In  terms  of  commodity  pattern,  we  have 
seen  that  the  export  of  manufacturing  products  has  been  growing  among 
ASEAN  countries,  in  which  Indonesia  has  still  to  catch  up. 

We  have  also  indicated  that  in  the  years  to  come,  especially  in  the  post-oil 
era,  countries  like  Indonesia  and  Malaysia  have  to  develop  and  prepare 
themselves  for  an  all-out  export  strategy.  In  reality,  this  might  mean  a 
broadening  and  deepening  of  our  export-oriented  industries.  Fundamestal 
changes  will  have  to  be  made  in  the  institutional  set-up  which  include  one 
general  trading  firm,  a  more  sophisticated  banking  industry  and  a  transporta- 
tion and  communication  network,  etc.,  and  perhaps  most  important  a  change 
in  behaviour  among  those  implementing  the  export  strategy.  This  needs  time 
and  perseverance  and  perhaps  also  incentives  and  other  types  of  economic 
facilities  for  the  private  sector.  The  private  sector  in  all  the  other  successful 
NICs  has  entrusted  this  implementation  to  the  dynamic  group  of  entre- 
preneurs. The  decision  faced  by  a  number  of  ASEAN  countries  is  probably 
this  role  played  by  the  private  sector.  We  have  seen  different  types  and  quail- 
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ties  of  government  intervention  among  ASEAN  countries.  Probably  govern- 
ment intervention  in  Indonesia  seems  to  be  very  feasible  compared  to  the  rest 
of  ASEAN.  It  appears,  however,  that  government  intervention  in  ASEAN 
countries  is  a  reality  of  business  life,  and  one  will  not  do  business  with  the 
government  at  one's  doorstep.  So  being  a  reality  of  life,  the  business  sector  has 
to  come  to  a  productive  working  arrangement  with  those  in  charge  of  im- 
plementing the  policies. 

In  the  last  fifteen  years,  ASEAN  countries  have  shown  a  respectable  rate  of 
growth.  This  has  given  them  a  certain  degree  of  credit  standing  in  the  interna- 
tional banking  community.  The  private  sector  has  also  benefitted  from  and 
contributed  to,  this  growth  process.  They  have  been  able  to  take  advantage  of 
all  the  opportunities  which  have  arisen  from  this  growth  process,  and  have 
meanwhile  increased  their  capabilities  and  combined  their  strengths  in  order  to 
expand  their  business  into  a  variety  of  business,  industrial  and  other  types  of 
activities.  Among  these  groupings  are  those  which  can  be  considered  as  already 
operating  regionally  and  internationally.  Sime  Derby,  for  instance,  has  around 
200  companies  operating  in  20  countries.  Other  upcoming  groups  in  the  region 
and  in  the  international  scenery  are  the  Liem  Sioe  Liong  and  Astra  Interna- 
tional Groups.  A  number  of  others  like  the  Bangkok  Bank  Group,  Kuok 
Brothers,  etc.,  can  also  be  cited. 


Activities  of  the  ASEAN-CCI  and  those  of  the  ABC  have  given  the 
ASEAN  business  commodity  new  forms  of  co-operatiOn.  One  should,  in  par- 
ticular, mention  the  establishment  of  the  AFC  in  which  all  banks,  both  private 
and  government-owned,  have  become  the  AFC's  share-holders.  The  AFC  has 
a  joint-set-up  called  ASEAN  Japan  Development  Corporation  (AJDC)  of 
which  major  Japanese  banks/companies  has  participated.  It  is  now  in  full 
operation.  One  could  see  the  body  as  the  most  concrete  example  of  ASEAN 
co-operation  which  started  with  the  most  vital  part  of  the  ASEAN  economy, 
that  is,  the  financial  sector.  It  will  be  a  vital  set  toward  closer  financial  co- 
operation if  the  ASEAN  governments  allowed  ASEAN  bankers  to  operate 
ASEAN  wise  on  a  reciprocal  bases. 

In  the  years  to  come,  we  would  see  increased  cross  investment  in  the 
ASEAN  business  community,  as  the  many  groupings  will  develop  their  busi- 
ness regionally  and  perhaps,  in  order  to  enter  the  international  market,  they 
may  start  new  combinations  in  the  near  future.  A  good  example  is  the  ASEAN 
General  Trading  Firm.  Although  it  is  not  operational  yet,  but  we  expect  that 
this  will  eventually  materialise. 


Pacific  Economic  Cooperation  and 
Human  Resources  Development 


Ferdy  SALIM 


INTRODUCTION 


Although  a  turning  point  seems  to  have  been  reached,  world  economic  re- 
cession and  its  impact  are  still  being  felt  throughout  the  world,  especially  in  the 
developing  countries. 

The  gap  between  the  rich  industrialised  countries  and  the  poor  developing 
countries  have  in  general  become  deeper  and  wider  with  unfortunately  no  sign 
of  a  reversal  in  the  foreseeable  future. 

Recent  developments  clearly  indicate  the  growing  importance  of  the  Pacific 
in  the  world  economy.  In  spite  of  adverse  developments,  mainly  caused  by 
prolonged  recession,  this  region  in  which  ASEAN  is  an  integral  part,  has,  com- 
pared to  other  regions  of  the  world,  shown  its  resilience.  It  also  has  continued 
to  emerge  as  a  major  growth-centre,  in  which  interdependence  and  interaction 
among  the  countries  of  the  region  have  shown  an  ever-increasing  trend  and 
linkage  between  the  economies  of  ASEAN  countries  and  those  of  other  parts 
of  the  region  which  have  significantly  grown  closer. 

There  is  reason  to  believe  that  the  twenty-first  century  will  be  the  age  of  the 
Pacific.  Already  the  Pacific  region  has  outstripped  the  Atlantic  in  the  share  of 
total  US  foreign  trade.  As  for  Japan,  over  50  per  cent  of  its  total  exports  are 
directed  towards  the  countries  of  the  Pacific. 


Paper  presented  at  the  Twelfth  Japan-Indonesia  Conference,  Tokyo,  March  18-21,  1985,  spon- 
sored by  Centre  for  Strategic  and  International  Studies,  Jakarta,  and  Japan  Institute  of  Interna- 
tional Affairs,  Tokvo.  Ferdy  Salim  is  Special  Assistant  to  the  Minister  of  Foreign  Affairs. 
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A  conclusion  was  reached  that  the  main  factor  causing  the  very  strong 
economic  performance  of  this  Pacific  region  was  —  apart  from  the  great  con- 
tribution of  the  strong  US  recovery  -  the  so-called  Japanese  economic  miracle 
creating  high  demands  for  minerals,  agricultural  produce  and  eventually 
manufactured  finished  products  —  which  for  the  greater  part  was  supplied  by 
the  countries  of  the  Pacific  region  itself.  Another  point  to  be  taken  into  con- 
sideration was  the  exceptionally  high  performance  of  the  so-called  newly  in- 
dustrialised countries  -  the  NICs  such  as  South  Korea,  Hong  Kong,  Taiwan 
and  Singapore,  which  also  constitutes  this  Pacific  region. 

The  impact  of  the  success  of  these  NICs  was  the  growing  confidence  among 
the  developing  countries  ~  at  least  many  among  them  ~  that  higher  stages  of 
development  is  not  beyond  reach.  This  awareness  was  obviously  the  driving 
force  behind  the  efforts  of  the  countries  of  ASEAN  to  successfully  obtain  their 
improved  level  of  economic  growth. 

Increased  interaction  between  the  countries  of  this  region  did  not  only 
being  about  growing  intensity  in  their  relations,  but  at  the  same  time  caused 
continuous  structural  changes  resulting  in  the  realisation  of  a  comparative  ad- 
vantage. 

This  regions'  success  is  obviously  a  manifestation  of  the  great  potentials  in 
natural  and  human  resources  it  possesses  and  further,  or  above  all,  the 
dynamism  of  its  economies  it  embraces,  which  constitutes  one  of  its  strongest 
assets. 

Developments  of  these  potentials,  with  a  view  to  accelerate  this  process  of 
growth  will. not  only  benefit  the  countries  of  the  region,  but  will  spread  its 
positive  influence  throughout  the  world  in  general. 


ECONOMIC  CO-OPERATION  IN  THE  PACIFIC  REGION  IN  ITS  DIF- 
FERENT STAGES 

In  response,  or  as  a  result  of  these  developments,  the  idea  of  economic  co- 
operation among  countries  of  the  Pacific  region  was  born. 

During  the  last  20  years,  different  initiatives  for  Pacific  Economic  co- 
operation has  undergone  continuous  evolution  and  modifications  but  has 
always  remained  the  centre  of  interest,  as  rapid  developments  in  the  region 
have  given  rise  to  an  increasing  need  for  regular  consultation -on  common 
economic  problems  with  the  aim  of  finding  solutions  beneficial  to  all  parties 
concerned. 
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Proposals  such  as  the  establishment  of  PAFTA  (Pacific  Free  Trade  Area); 
OPTAD  (Organization  for  Pacific  Trade  and  Development);  PBEC  (Pacific 
Basin  Economic  Council)  and  others  did  not  receive  the  expected  response 
from  Indonesia  or  its  ASEAN  partners  as  they  have  been  discussed  not  only  on 
non-official  levels,  but  also  because  those  establishment  were  suspected  of 
being  a  club  among  the  rich,  primarily  concerned  with  the  developed  coun- 
tries' interest,  w  ith  the  underlying  aim  of  dominating  the  regions'  economic 
development. 

The  establishment  of  a  formal  mechanism  to  promote  Pacific  co-operation 
as  recommended  at  a  Pacific  Community  Seminar  sponsored  by  Japan's 
PM  Ohira  and  Australian  PM  Fraser,  and  organised  by  the  Australian  Na- 
tional University  in  September  1980,  did  not  receive  endorsement  from 
ASEAN  countries  as  well  as  these  countries  preferred  to  maintain  an  ASEAN 
first  policy,  in  order  not  to  be  diluted  into  this  bigger  forum. 

ASEAN  governments  moreover  remain  sensitive  to  political  aspects  of 
such  broader  regional  co-operations  eventhough  it  is  confined  to  the  eco- 
nomic, social  and  cultural  fields.  Membership  and  leadership  of  this  proposed 
organisation  is  considered,  the  central  problem. 

Another  initiative  in  the  form  of  South  Korean  President  Chun  Doo 
Hwan's  proposal  to  have  consultations  in  a  summit  of  Heads  of  State  of  dif- 
ferent Pacific  countries  was  also  deemed  not  workable  as  it  was  expected  that 
the  South  Korean  proposal  would  immediately  become  a  political  issue. 

The  latest  development  of  this  plan  of  co-operation  among  Pacific  coun- 
tries was  the  introduction  of  a  loose  form  of  co-operation  in  a  series  of  tripar- 
tite, consultative,  non-formal  meetings  -  called  the  Pacific  Economic  Co- 
operation Conference  (PECC),  where  business  representatives,  scholars  and 
government  officials,  in  their  private  capacity,  exchange  views  on  economic 
topics  searching  for  solutions  on  the  basis  of  mutual  interest.  These  studies 
and  solutions  were  to  be  recommended  to  the  governments  of  the  participants 
for  further  consideration  and  action. 

For  practical  reasons,  it  was  decided  that  at  this  initial  stage,  only  a  limited 
number  of  "market  forces"  countries  was  to  be  invited  to  participate,  also  the 
so-called  core-members,  consisting  of  ASEAN  countries,  South  Korea,  the 
Pacific  islands  and  the  industrialised  countries  of  the  region,  namely  Aus- 
tralia, Canada,  Japan,  New  Zealand  and  the  USA.  All  other  littoral  countries 
are  to  participate  only  in  the  various  Task  Forces  to  be  established  by  the  core- 
members. 
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Since  the  objective  of  the  Pacific  regional  co-operation  does  not  envisage 
the  creation  of  a  political  or  military  alliance,  its  membership  should  in  prin- 
ciple not  be  based  on  ideological  considerations.  However  in  view  of  the 
present  political  realities,  it  may  be  difficult  to  apply  this  principle  of  non- 
discrimination; and  to  make  a  decision  to  limit  its  membership  at  this  initial 
stage. 

In  order  not  to  jeopardise  its  non-aligned  position  or  get  involved  in  any 
possible  East-West  Confrontation,  ASEAN  decided  not  to  participate. 


ASEAN-PACIFIC  CO-OPERATION  (APC) 

Aware  of  the  dynamic  growth  of  this  Pacific  region,  however,  ASEAN 
countries  decided  that  it  could  not  afford  to  stay  aloof  from  developments  in 
this  fast  growing  region,  hence  developments  would  get  out  of  hand  and  might 
be  geared  not  in  the  interests  of  ASEAN  and  developing  countries  in  the 
region. 

Based  among  others  on  these  considerations,  and  with  the  confidence  of 
unity  and  solidarity  among  ASEAN  countries,  an  ASEAN-Pacific  Co- 
operation plan  was  introduced. 

At  the  Post  Ministerial  Conference  (PMC)  of  the  17th  ASEAN  Ministerial 
Meeting  (AMM)  in  Jakarta  in  July  last  year,  ASEAN  and  its  dialogue  part- 
ners, comprising  Australia,  Canada,  Japan,  New  Zealand  and  the  USA  -  the 
so-called  6  +  5  countries  --  mutually  agreed  to  initiate  the  ASEAN-Pacific  Co- 
operation (APC)  based  on  a  two-tier  approach:  (1)  to  exchange  views  on  the 
general  economic  trends  and  developments  in  the  Pacific  region;  and  (2)  to 
identify  and  develop  specific  themes  for  possible  co-operation  in  the  region. 

It  was  recognised  that  the  development  of  co-operation  in  the  region  would 
enhance  the  potential  for  furthering  its  dynamic  growth  to  the  mutual  benefit 
of  all  countries  concerned  and  that  regional  co-operation  has  been  strengthened 
and  heightened  in  recent  years. 

A  review  of  the  current  developments  of  the  Pacific,  identifying  its  under- 
lying economic  and  social  trends  and  the  main  issues  facing  the  region,  the 
assessment  of  its  longer  range  prospects  and  opportunities  was  contemplated 
at  the  annual  PMC  meetings.  The  formulation  of  co-operation  programmes 
would  however  be  taken  at  senior  officials  level. 
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PURPOSE  AND  OBJECTIVES 

The  purpose  of  the  Programme  is  to  build  up  the  necessary  knowledge  and 
skills  to  catalyse  and  promote  growth  and  development  of  the  member  de- 
veloping countries  in  accordance  with  their  evolving  requirements  and  the 
modernisation  of  their  economies. 

The  objectives  of  the  Programme  are  among  others: 

-  to  heighten  awareness  and  a  sense  of  identity  in  Pacific  co-operation  and, 
towards  this  end,  to  enhance  contacts  and  working  relationships  among  the 
member  countries. 

-  to  assist  in  developing  strategic  areas  on  human  resources  development  (soft- 
ware) based  on  the  countries'  needs  and  common  interests; 

-  to  strengthen  relevant  existing  institutions  and  programmes  devoted  to 
human  resources  development. 

AREAS  OF  CONCENTRATION 

In  the  selection  of  areas'  of  concentration  for  possible  co-operation,  several 
were  taken  into  consideration  such  as: 

a.  Science  and  Technology 

b.  Travel  and  Tourism 

c.  Transport  and  Communications 

d.  Trade  and  Investment 

e.  Industry 

f.  Etc. 

Criteria  as  to  the  selection  of  appropriate  projects  on  Human  Resources 
Development  are  several,  a.o.  -it  should  achieve  a  multiplier  effect  --  the 
training  of  trainers;  another  is  "the  realisation  of  practical  benefit-relation- 
ship" to  employment  and  income-generation.  It  should  be  noted  that  the  coun- 
tries of  the  region  have  different  backgrounds,  history,  culture  and  are  in  dif- 
ferent stages  of  development. 

Considering  this  heterogenous  background,  it  was  found  necessary  to 
initiate  this  ASEAN-Pacific  Co-operation  with  a  programme  that  would  meet 
the  needs  for  all  the  developing  countries  of  the  region  in  their  efforts  of 
development  and  at  the  same  time  would  pose  no  meaningful  difficulties  to  its 
dialogue  partners.  At  the  initial  stage  it  was  felt  that  a  theme  should  be  selected 
that  was  feasible,  non-controversial  and  would  entail  common  regional  in- 
terest. 
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HUMAN  RESOURCES  DEVELOPMENT:  PROGRAMME  FOR  BUDGET 
YEAR  1985/1986 

For  the  1985/1986  period,  the  choice  fell  on  Human  Resources  Develop- 
ment (HRD)  in  the  economic  and  social  sector,  an  area  which  proved  readily 
accepted  by  all  the  6  plus  5  countries  of  the  region.  At  a  later  stage  this  HRD 
programme  could  be  expanded  to  cover  other  aspects  of  life.  This  HRD  pro- 
gramme is  meant  to  be  an  ongoing  process. 

The  development  of  skills  —  geared  to  the  requirements  of  the  Pacific 
economy  from  basic  skills  to  more  advanced  and  sophisticated  areas  of  HRD 
was  considered  urgent  in  the  context  of  overall  development  of  the  Pacific 
Area.  It  involves  the  development  and  utilisation  of  manpower  which  are  best 
achieved  through  training,  education,  research  information  seminars,  sym- 
posia and  scholastic  exchange  etc.  with  a  view  to  improving  employment  and 
income-generation  to  further  achieve  economies  of  scale. 

This  includes  those  activities  designed  to  enhance  knowledge,  skills  and 
technology  transfer.  Areas  of  concentration  on  HRD  agreed  upon  among 
others: 

1.  Management  and  Entrepreneurship 

2.  Science  and  Technology 

3.  Agriculture,  Forestry  and  Fisheries 

4.  Industry 

5.  Transport  and  Communications 

6.  Trade  and  Services 

7.  Research  and  Planning 

DEFINITION  OF  HRD 

There  are  various  definitions  on  HRD.  The  UN,  UNESCO,  ILO,  UNIDO, 
FAO  to  name  a  few,  have  all  their  own  definition,  but  the  message  that  runs 
through  these  definitions  is  fundamentally  the  same,  namely:  "that  HRD  is 
the  process  of  enhancing  the  capacity  of  people  to  participate  constructively  in 
national  development." 

It  is  said  that  "much  of  development  in  the  past  in  industrialised  countries 
was  due  not  to  additions  to  capital  -  but  to  improvements  in  man's  capacity, 
skill,  knowhow,  management,  etc.  "Man's  capacity,  not  eapital  is  the  main 
condition  for  a  more  efficient  use  of  resources."  We  in  Indonesia  use  the  ex- 
pression of  "the  man  behind  the  gun"  as  the  determining  factor  in  the  solution 
of  problems. 
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In  ASEAN  countries,  "rapid  growth"  and  industrialisation  in  the  past  two 
decades  have  resulted  in  higher  income  levels  and  more  complex  and  diversi- 
fied economic  structures.  Higher  income  levels  tend  to  bfing  about  a  growing 
demand  for  higher  education-training,  as  well  as  increased  expectations  with 
regard  to  the  quality  of  employment.  At  the  same  time,  the  more  complex 
economic  structure  implies  greater  diversity  in  demand  for  trained  personnel 
and  the  need  to  support  economic  re-structuring  and  the  maintenance  of  inter- 
national competitiveness  through  appropriate  manpower  policies. 

In  countries  such  as  Singapore  and  Malaysia,  tight  labour  markets  will  be 
heavily  dependent  on  the  ability  to  achieve  increases  in  labour  productivity. 

Despite  the  rapid  strides  made  in  primary,  secondary  and  tertiary  educa- 
tion, it  is  widely  recognised  by  most  developing  countries  that  the  programme 
of  education  and  training  at  various  levels  need  to  be  enhanced  both  in  quality 
and  relevance.  For  your  information,  these  last  few  years  education  has  been 
given  the  biggest  proportion  of  Indonesia's  state  budget. 

The  growing  demand  for  increased  education  and  training  should  be  con- 
sistent with  the  demand  for  trained  manpower.  This  is  necessary  to  avoid 
social  and  economic  wastage  associated  with  educated  and  skilled  unemploy- 
ment. In  other  words,  how  efficiently  are  human  resources  being  developed 
and  deployed  in  the  economy. 

The  enlistment  of  popular  support  for  national  development  and  the  active 
participation  of  broad  national  groups  is  an  essential  ingredient  of  human 
resources  development.  These  national  groups  may  be  employers,  profes- 
sionals, teachers,  workers,  villagers,  farmers,  entrepreneurs,  women  or  youth. 

Development  of  skills  and  adequate  incentives  are  needed  to  encourage  in- 
dividuals to  prepare  for  and  engage  in  productive  activities. 

HRD  includes  consideration  of  activities  with  the  active  involvement  and 
support  of  the  private  sector,  universities  and  the  relevant  non-governmental 
organisations. 

Human  resources  development  also  includes  aspects  of  manpower  fore- 
casting, job-specifications  and  job/task/skill  analysis,  the  adequate  identifica- 
tion of  training  needs,  career  guidance  and  appraisal,  communication  and 
evaluation,  management  and  supervision. 

The  challenge  of  HRD  is  therefore  as  wide  as  development  itself.  The 
World  Development  Report  for  1983  calls  the  mobilisation  of  the  skills  and 
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energies  of  the  population  at  large  as  "perhaps  the  most  important  task  of  na- 
tional economic  management." 

The  objective  is  to  maintain  a  healthy,  literate  and  economically  active 
population  able  to  participate  as  fully  as  possible  in  the  progress  of  develop- 
ment. 


IMPLEMENTATION  OF  ALTERNATIVES 

Proposals  on  HRD  received  from  the  6  plus  5  participating  countries  are 
being  prepared  by  Indonesia  as  co-ordinator  with  the  co-operation  of  the 
ASEAN  Secretariat,  to  be  presented  to  the  coming  18th  AMM/PMC  in  July 
next  in  Kuala  Lumpur  for  final  approval. 

These  projects  are  to  be  implemented  in  two  stages: 

a.  The  Immediate  Action  Programme  (IAP)  would  comprise  those  that  could 
be  initiated  immediately  because  the  inputs  required  are  essentialy  incre- 
mental, i.e.  the  facilities  and  staff  are  already  in  place  or  are  based  on  re- 
lated activities  successfully  carried  out  before. 

Within  this  category  are  mainly  training-projects  symposia,  seminars  and 
exchange-programmes.  These  types  of  projects  may  be  launched  within 
1-2  years  and  are  classified  as  "the  crash-programme"  of  ASEAN-Pacific 
HRD  co-operation.  Several  are  slated  to  begin  immediately  after  the  18th 
AMM/PMC  in  July  this  year. 

b.  Intermediate  Programme  (IP):  These  types  of  projects  would  include  pro- 
jects requiring  the  upgrading  of  operational  capacities,  physical  facilities 
and  core-staff  development,  which  will  contribute  towards  institution- 
building  and  establishing  linkages  to  ensure  complementary  efforts.  I  am 
happy  to  inform  that  Japan  belongs  to  the  first  dialogue  countries  to 
present  concrete  project  proposals  in  the  crash-programme  category. 

It  was  also  proposed  to  develop  ASEAN-Pacific  HRD  centres.  In  estab- 
lishing such  centres,  special  emphasis  should  be  on  the  evolution  and 
strengthening  of  such  centres  in  ASEAN  countries  with  appropirate  tech- 
nical support  from  the  Pacific  Dialogue  partners.  The  suggestion  was  also 
made  to  enhace  programme  linkages  among  the  HRD  centres. 

POLICY  DIRECTION 

Operational  principles  as  guidelines  for  the  participating  countries  in  the 
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formulation  of  an  ASEAN-Pacific  HRD  programme  have  been  adopted  for 
final  approval  in  the  coming  AMM/PMC  this  July  in  Kuala  Lumpur. 

The  main  guidelines  contained  therein  are  among  others:  that  the  proposed 
ASEAN-Pacific  Co-operation  (APC)  in  HRD  should  be  complementary  to  the 
existing  programmes  and  projects,  both  in  substance,  financial  or  technical  co- 
operation provided  (additionalitv),  thereby  making  maximum  use  of  existing 
institutions  based  in  ASEAN  countries.  The  programme  should  give  due  con- 
sideration to  national  needs  and  priorities  and  be  able  to  respond  to  immediate 
and  long-term  needs. 

The  programme  should  obtain  active  involvement  of  the  private  sector, 
universities  and  non-governmental  organisations  and  should  be  based  on  the 
participation,  interchange  and  co-operation  of  both  developed  and  developing 
countries  in  the  region  (intercountry  co-operation).  Where  relevant,  working 
links  should  be  developed  with  other  regional  and  international  organisations. 
The  creation  of  new  institutions  should  be  avoided,  thereby  appropriately 
utilising  existing  arrangements  such  as  PMC/SOM  on  APC,  the  Jakarta  HRD 
meetings  and  the  ASEAN  Secretariat.  Finally  the  implementation  of  the  APC 
programmes  should  leave  open  opportunities  for  the  participation  of  other 
Pacific  countries,  particularly  the  South  Pacific  countries  at  the  project  level. 


CONCLUSION 

The  Pacific  region,  in  which  ASEAN  is  an  integral  part,  has  definitely  es- 
tablished itself  as  a  major  growth  centre,  in  which  interaction  and  inter- 
dependence have  shown  an  increasing  trend. 

In  order  to  maintain  its  momentum  of  development  in  this  fast  growing 
region,  the  free  flow  of  goods  should  be  sustained  and  not  interfered  with  by 
policies  preventing  the  free  interchange  between  countries  of  the  region.  Such 
as  protectionism  invisible  barriers  and  other  like  measures  as  introduced  by 
different  advanced  countries  of  the  region  including  Japan. 

The  idea  of  Pacific  economic  co-operation  emerged,  which  ultimately  led 
to  the  establishment  of  Pacific  Economic  Co-operation  Conference  (PECC), 
a  loose  form  of  co-operation  among  representatives  from  several  Pacific  coun- 
tries, in  which  informal  consultations  on  common  economic  matters  are  held 
on  a  regular  basis. 


Although  no  new  regional  institutions  has  been  contemplated,  nor  limita- 
tions to  its  membership  has  been  set,  the  image  of  a  permanent  formal  set-up 
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consisting  of  a  limited  group  of  likeminded  countries,  as  proposed  by  its  in- 
itiators ~  notably  Japan,  lingered  on,  causing  ASEAN  to  introduce  its  own 
version  of  Pacific  co-operation  -  a  dialogue  forum  between  ASEAN  countries 
and  the  5  Pacific  OECD  countries  (Australia,  Canada,  Japan,  New  Zealand 
and  the  USA)  held  following  the  annual  ASEAN  Foreign  Ministers  meetings. 

ASEAN-Pacific  co-operation  on  Human  Resources  Development,  chosen 
as  its  first  programme  of  co-operation  is  expected  to  give  an  impetus  to 
economic  development  and  enhance  viability  of  the  region,  in  particular  that 
of  the  ASEAN  and  other  developing  countries  of  the  region.  The  success  of  the 
ASEAN-Pacific  programme  greatly  depends  on  the  co-operation  and  positive 
response  and  participation  of  the  dialogue  partners,  especially  of  Japan,  a 
fellow  Asian  country! 


ASEAN-US  Economic  Relations: 

An  Update 


Hadi  SOESASTRO 


SIX  VIEWS  ON  THE  RELATIONSHIP 

For  the  purpose  of  analysis  as  well  as  formulation  of  policies  on  economic 
relations  between  the  US  and  ASEAN  it  should  be  instructive  to  examine  the 
different  views  on  the  nature  of  that  relationship.1 

One  view  would  regard  ASEAN-US  economic  relations  essentially  as  an 
aggregation  of  US  bilateral  economic  relations  with  individual  ASEAN 
member  countries.  Proponents  of  such  a  view  would  point  to  the  fact  that  each 
ASEAN  country  still  views  itself  as  entirely  independent  and  has  only 
marginally  constrained  its  sovereignty  for  the  purposes  of  ASEAN.  Each 
country  also  wants  to  enhance  its  bilateral  relations  with  the  US,  and  not 
submerge  them  in  ASEAN.  This  view,  however,  may  no  longer  be  appropriate 


Paper  presented  at  the  Third  US- ASEAN  Conference,  Chiangmai-Thailand,  January  7-11, 
1985,  sponsored  by  Centre  for  Strategic  and  International  Studies  (CSIS,  Jakarta),  Institute  of 
East  Asian  Studies  (IEAS,  University  of  California,  Berkeley),  and  Institute  of  Security  and  Inter- 
national Studies  (ISIS,  Chulalongkorn  University,  Bangkok).  Dr.  Hadi  Soesastro  is  Director  of 
Studies  of  CSIS. 

'The  following  review  is  based  on  three  more  recent  studies  on  US-ASEAN  economic  relations, 
namely  by  Hadi  Soesastro,  "Future  ASEAN-US  Economic  Relations:  Perspectives  on  Strategic 
Planning,"  in  ASEAN  External  Economic  Relations,  Proceedings  of  the  Fifth  Conference  of  the 
Federation  of  ASEAN  Economic  Associations,  Singapore,  October  30  -  November  1,  1980 
(Singapore:  Chopmen  Publishers,  for  the  Economic  Society  of  Singapore,  1982);  Lawrence  B. 
Krause  US  Economic  Policy  Towards  the  Association  of  Southeast  Asian  Nations  (Washington 
D  C  rThe  Brookings  Institution,  1982);  Chia  Siow  Yue,  "Development  and  Issues  m  US-ASEAN 
Economic  Relations,"  in  Karl  D.  Jackson  and  Hadi  Soesastro  (eds.),  ASEAN  Secunty  and 
Economic  Development  (Berkeley,  California:  Institute  of  East  Asian  Stud.es,  Un.versity  of 
California,  1984). 
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since  it  totally  disregards  the  existence  of  ASEAN  as  an  institution  of  in- 
creasing importance. 

Thus,  the  second  view  suggests  the  relevance  of  ASEAN  as  an  economic 
grouping  to  function  as  a  focal  point  in  US  relations  with  the  respective  coun- 
tries in  the  region.  In  addition  to  efforts  of  enhancing  their  bilateral  relations 
with  the  US,  ASEAN  countries  have  seriously  promoted  ASEAN  as  an 
economic  entity  through  the  mechanism  of  dialogues  with  their  main  economic 
partners,  including  the  US.  The  meeting  of  ASEAN  heads  of  government  in 
1976  recognised  the  necessity  to  increase  ASEAN  economic  co-operation  with 
"third  countries,"  group  of  countries  and  international  organisations,  with 
the  following  objectives: 

a.  to  accelerate  joint  efforts  to  improve  access  to  markets  outside  ASEAN  for 
their  raw-materials  and  finished  products  by  seeking  the  elimination  of  all 
trade  barriers  in  those  markets,  developing  new  usage  for  these  products 
and  in  adopting  common  approaches  and  actions  in  dealing  with  regional 
groupings  and  individual  economic  powers; 

b.  to  co-operate  in  the  field  of  technology  and  production  methods  in  order  to 
increase  the  production  and  improve  the  quality  of  export  products,  as 
well  as  to  develop  new  export  products- with  a  view  of  diversifying  exports; 

c.  to  co-operate  in  adopting  joint  approaches  to  international  commodity 
problems  and  other  world  economic  problems,  such  as  reform  of  the  in- 
ternational trading  system,  reform  of  the  international  monetary  system 
and  transfer  of  real  resources,  in  the  United  Nations  and  other  multilateral 
fora,  with  a  view  to  contributing  to  the  establishment  of  the  New  Interna- 
tional Economic  Order  (NIEO); 

d.  to  give  priority  to  the  stabilisation  and  increase  of  export  earnings  of  those 
commodities  produced  and  exported  by  ASEAN  through  commodity 
agreements  including  buffer  stock  schemes  and  other  means.2 

Apart  from  those  objectives,  it  perhaps  is  well  recognised  by  ASEAN 
governments  that  ASEAN,  as  an  organisation,  can  be  sustained  in  part 
through  the  interest  and  attention  given  it  by  other  countries.  The  US,  as 
argued  by  Lawrence  Krause,  should  take  ASEAN  --  as  an  institution  ~  just  as 
seriously  as  the  member  countries  themselves  do.  He  further  suggested  that: 
"An  appropriate  institutional  response  would  be  to  create  an  ASEAN  section 
within  the  Foreign  Commercial  Service  (of  the  US).  That  section  would  take 
the  responsibility  for  ensuring  an  appropriate  US  policy  stance.  Also  a  deputy 
assistant  secretary  of  state  should  be  designated  for  ASEAN  affairs  under  the 


^ee  ASEAN  Secretariat,  10  Years  ASEAN  (Jakarta:  ASEAN  Secretariat,  1978). 
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assistant  secretary  of  state  for  Asia  and  the  Pacific.  Such  a  person  would  be 
responsible  for  institutional  developments,  including  the  preparation  of 
ASEAN-US  dialogues.  When  the  time  becomes  appropriate,  an  American  am- 
bassador to  ASEAN  should  be  appointed."3  As  observed  elsewhere,  "As  (the 
US)  sees  ASEAN  as  a  reality  and  approaches  it  as  a  co-operative  economic 
union,  so  does  ASEAN  respond  in  that  same  light."4 

The  third  view  sees  the  relations  between  ASEAN  and  the  US  as  a  relation- 
ship between  unequal  partners,  which  typifies  the  North-South  asymmetrical 
interdependence  in  trade,  investment  and  aid  and  unequal  bargaining 
strengths.5  Seen  from  this  perspective  it  is  unavoidable  for  both  parties  to 
adopt  opposite  views  on  many  bilateral,  regional,  and  global  economic  issues. 
It  is  however  widely  believed  that  both  the  US  and  ASEAN  have  adopted  a 
non-confrontative  attitude  in  approaching  those  issues  in  their  bilateral  rela- 
tions. Such  an  approach  facilitates  better  comunication,  but  it  remains  to  be 
seen  whether  ASEAN-US  relations  can  contribute  to  a  satisfactory  solution  to 
global  North-South  problems. 

Rather  than  focussing  on  those  conflicting  North-South  issues,  the  fourth 
view  suggests  that  ASEAN-US  economic  relations  be  seen  from  the  many 
values  and  interests  which  both  parties  share  in  common.7  One  such  common 
interest  is  the  security  and  stability  of  Southeast  Asia.  Both  sides  seem  to 
understand  well  that  economic  development  in  ASEAN  countries  is  an  -  if  not 
the  ~  important  determinant  of  regional  stability.  A  US  policy  which  en- 
courages trade  with  ASEAN  countries  and  facilitates  private  American  invest- 
ment will  be  seen  as  a  reaffirmation  of  a  strong,  general  political  and  security 
commitment  to  the  region.  However,  it  may  be  difficult  for  the  US  to  transmit 
signals  of  security  commitments  through  economic  measures,  because  the 
needs  of  the  American  economy  may  not  correspond  to  ASEAN's  economic 
requirements.  It  is  equally  unclear  whether  economic  co-operation  between 
ASEAN  a'nd  the  US  would  be  better  facilitated  under,  a  more  explicit  security 
arrangement.  It  is  widely  recognised  that  politico-security  considerations  re- 
main a  major  US  concern  in  its  approach  to  the  Southeast  Asian  region.  How- 
ever, it  is  unrealistic  to  expect  that  ASEAN  would  be  prepared  to  engage  itself 


3Lawrence  B.  Krause,  US  Economic  Policy,  p.  81. 

4See  statement  by  Charles  Robinson  in  the  First  ASEAN-US  Business  Conference,  Manila, 
Philippines,  July  1979,  A  Report  by  the  US  Secretariat,  pp.  37-41. 
5Chia  Siow  Yue,  "Development  and  Issues." 
6Hadi  Soesastro,  "Future  ASEAN-US." 

7See,  e.g.  Hans  H.  Indorf,  "Critical  Undercurrents  in  Future  US-ASEAN  Relations,"  Indone- 
sian Quarterly,  vol.  XII,  no.  4  (October  1984),  pp.  440-460. 
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in  any  arrangement  of  that  sort.  It  has  been  argued  elsewhere  that  relations 

between  ASEAN  and  the  US  would  remain  minimal,  among  other  things,  due 

to  ASEAN's  prevailing  ambivalence  regarding  its  relations  with  this  super- 
9 

power. 

Thus,  despite  the  recognition  of  the  security-prosperity  links  in  Southeast 
Asia,  ASEAN-US  economic  relations  should  perhaps  be  guided  by  their  own 
economic  merits.  Lawrence  Krause  argued  that  a  greater  US  economic  involve- 
ment in  ASEAN  serves  US  own  economic  interests  as  well.  It  is  not  clear  at 
present  in  how  far  such  increased  economic  interactions  would  lead  to  the 
establishment  of  more  formal  economic  structures,  such  as  a  US-ASEAN  free 
trade  area  which  has  been  suggested  by  US  Trade  Representative,  William 
Brock  in  1983. 

A  fifth  view  suggests  that  ASEAN-US  economic  relations  should  be  seen  in 
the  context  of*  American  versus  Japanese  economic  interactions  with  ASEAN. 
Bilateral  economic  relations  between  the  US  and  ASEAN  has  implications 
going  far  beyond  that  bilateral  relationship.  An  important  factor  entering  into 
this  relationship  is  the-economic  role  of  Japan  in  the  region.  ASEAN  wishes 
to  see  an  increased  US  economic  presence  in  part  to  balance  or  prevent  a 
Japanese  overpresence.  This  should  not  mean  that  an  increased  US  economic 
role  is  pursued  at  the  cost  of  Japan's  economic  interests.  Seen  from  a  broader 
strategic  perspective,  a  balanced  presence  of  the  US  and  Japan  should  be  in  the 
Japan's  own  interest,  since  it  guarantees  a  stable  and  enlarged  ASEAN- Japan 
economic  relationship.11  There  have  been  indications  that  in  fact,  the  US  en- 
courages a  continued  expanded  Japanese  economic  role  in  the  ASEAN  region 
and  prefers  Japan  to  take  the  lead  in  dealing  and  negotiating  new  arrange- 
ments with  ASEAN. 

Lawrence  Krause  has  developed  a  different  argument:  Japan  is  the  domi- 
nant economic  partner  of  ASEAN  countries;  "if  the  US  is  successful  in 
ASEAN,  it  will  be  able  to  meet  the  Japanese  challenge  in  other  areas  as 
well:"12 


8See,  e.g.  a  discussion  by  J.  Soedjati  Djiwandono,  "The  Soviet  Presence  in  the  Asia-Pacific 
Region:  An  Indonesian  Perspective,"  Indonesian  Quarterly,  vol.  XII,  no.  4  (October  1984) 
pp.  423-439. 

'Hans  H.  Indorf,  "Critical  Undercurrents." 

'"Lawrence  B.  Krause,  US  Economic  Policy. 

"See  Hadi  Soesastro,  "Future  ASEAN-US." 

,2Lawrence  B.  Krause,  US  Economic  Policy,  p.  75. 
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The  sixth,  and  last,  view  is  that  ASEAN-US  relations  should  be  put  in  a 
broader  regional  framework,  since  the  Asia-Pacific  context  of  those  countries 
has  increasingly  become  important.13 

The  various  views  above  could  lead  to  the  formulation  of  a  variety  of 
policy  alternatives  involving  different  combinations  of  those  views.  Of  interest 
would  be  an  examination  of  the  extent  to  which  those  different  views  have  in- 
fluenced the  nature  of  ASEAN-US  relations  over  time.  This,  however,  is 
beyond  the  scope  of  this  paper. 

It  can  be  observed  in  general  that  bilateral  ASEAN-US  relations  over  the 
last  ten  years  or  so,  especially  since  the  establishment  of  the  ASEAN-US 
Dialogue  in  September  1977,  have  been  promoted  by  ASEAN  for  a  number  of 
reasons.  Bilateral  US  relations  with  individual  ASEAN  countries  remain  im- 
portant, but  ASEAN  countries  have  increasingly  formulated  common  ap- 
proaches on  many  economic  issues  affecting  ASEAN  and  have  resorted  to  the 
ASEAN-US  Dialogue  as  the  forum  for  expressing  their  joint  proposals  and 
demands  for  greater  economic  co-operation  in  the  areas  of  trade,  investment, 
and  development.  The  areas  which  lent  themselves  most  suitable  for  bilateral 
ASEAN-US  dialogues  largely  coincide  with  those  in  the  global  North-South 
dialogue.  It  has  become  inevitable  that  many  economic  issues  in  ASEAN-US 
relations  are  addressed  and  approached  from  a  North-South  perspective. 

ASEAN  considers  itself,  as  often  confirmed  by  outsiders,  a  moderating 
factor  in  the  North-South  dialogue.  It  has  been  suggested  that  therefore,  and 
through  the  ASEAN  dialogues  with  its  main  economic  partners,  ASEAN 
could  contribute  to  the  satisfactory  resolution  of  a  number  of  North-South 
problems,  primarily  in  the  areas  of  trade  and  commodities.  Successful  negotia- 
tions- on  those  issues  by  ASEAN  with  the  US  and  Japan  in  particular  are  to  be 
taken  as  a  model  for  global  negotiations.  ASEAN's  motives,  however,  are  not 
entirely  altruistic  and  indeed  should  not.  For  ASEAN  should  attempt  to  op- 
timise its  own  gains  from  those  negotiations. 

Some  in  ASEAN  have  argued  that  ASEAN's  position  on  the  North-South 
dialogue  should  remain  inseparable  from  that  of  the  Group  of  77;  and  that 
ASEAN  should  not  seek  a  separate  path.  Others,  have  argued  that  ASEAN 
should  forge  ahead  with  its  own  arrangements,  stressing  ASEAN's  own  in- 
terest first  and  move  towards  a  more  comprehensive  level  only  when  a  base 

l3Hadi  Soesastro,  "ASEAN  and  North-South  Trade  Issues,"  Indonesian  Quarterly,  vol.  XI, 
no.  3  (July  1983),  pp.  59-82.  This  suggestion  was  also  made  by  Lawrence  B.  Krause,  US  Economic 
Policy,  p.  81.  More  specifically,  on  the  ideas  of  the  so-called  Pacific  Basin  Economic  Co- 
operation, see,  e.g.  Hadi  Soesastro  and  Han  Sung-joo  (cds).  Pacific  Economic  Co-operation:  The 
Next  Phase  (Jakarta:  CSIS,  1983). 
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agreement  has  been  reached  with  one  or  two  of  the  major  industrialised  coun- 
tries, the  US  and  Japan  in  particular.  This  latter  view  in  fact  suggests  that  the 
emphasis  should  be  placed  on  ASEAN  dialogues  with  its  main  trading 
partners.14 

Thus,  the  ASEAN-US  dialogue,  which  is  a  most  visible  mechanism  for 
consultation  and  the  only  concrete  manifestation  of  relations  between  the  US 
and  ASEAN  as  a  group,  has  in  fact  reinforced  the  North-South  nature  of  that 
relationship. 

Over  the  years,  greater  importance  tends  to  be  given  by  ASEAN  to  these 
dialogues,  partly  because  it  regards  them  as  its  most  successful  achievement. 
This  in  turn  has  tended  to  reduce  the  function  of  the  ASEAN-US  dialogue  into 
a  routine  exercise,  in  which  the  same  issues  are  discussed  over  and  over  again. 

This  paper,  being  an  update,  will  only  examine  issues  and  developments  in 
ASEAN-US  economic  relations  over  the  last  two  years  or  so.15  The  changing 
international  economic  environment  of  the  1980s,  the  global  recession  and  its 
fragile  recovery  in  particular,  seems  to  have  some  influence  on  the  way 
ASEAN  assesses  its  relations  with  the  US  as  manifested  by  the  series  of 
ASEAN-US  dialogues.  ASEAN  seems  to  have  recognised  the  need  for  fresh 
approaches,  but  that  is  as  far  as  it  has  gone  so  far. 


THE  ASEAN-US  DIALOGUES:  A  RE-ASSESSMENT 

During  the  preparatory  meeting  for  the  Fifth  ASEAN-US  Dialogue,  both 
sides  agreed  to  include  in  the  agenda  an  item  on  an  assessment  of  the  ASEAN- 
US  dialogues.  In  the  fifth  dialogue,  which  took  place  in  December  1983, 
ASEAN  submitted  a  memorandum,  which  among  other  things  concluded  the 
following  points: 

a.  The  coverage  of  the  agenda  of  past  dialogues  basically  comprised  of  items 
relating  to  international  trade  and  commodities;  investment  and  finance 
co-operation;  shipping;  and  development  co-operation.  In  the  actual 
dialogues  international  trade  issues  were  discussed  in  great  length,  but  most 


14See  the  discussion  by  Narongchai  Akrasanee,  "ASEAN  and  the  New  International  Econo 
Order:  A  View  from  Thailand,"  and  Dorodjatun  Kuntjoro-Jakti,  "ASEAN,  Japan  and  NIEO: 
Towards  a  New  Strategy  of  Dialogue,"  both  in  B.A.R.  Mokhzani,  Khong  Kim  Hoong,  R.J.G. 
Wells  (eds.),  ASEAN  Economic  Co-opera/ion  and  the  New  International  Economic  Order  (Kuala 
Lumpur:  Malaysian  Economic  Association,  1980). 

l5The  earlier  period  has  been  reviewed  by  the  author  in  great  length  and  can  be  found  in 
ASEAN  External  Economic  Relations. 
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of  the  issues  discussed  were  those  articulated  by  the  dialogue  partners  in 
various  international  fora.  Investment  and  finance,  shipping  as  well  as  de- 
velopment co-operation  were  not  given  sufficient  attention,  and  there  was 
a  lack  of  focus  in  the  discussion  required  for  evolving  constructive  struc- 
tures for  trade  and  other  economic  activities; 

b.  In  most  of  the  discussions,  the  US  side  either  took  note  of  ASEAN  views 
and  requests,  or  its  responses  were  in  the  form  of  clarification  or  informa- 
tion on  existing  US  policies  and  activities  on  issues  under  consideration.  In 
general,  the  dialogues  did  not  result  in  concrete  decisions  of  mutual  benefit 
to  the  dialogue  partners; 

c.  There  have  been  some  progress  in  the  field  of  development  co-operation  in 
terms  of  concrete  projects  in  agriculture,  energy,  public  health,  academic 
training  and  research.  In  the  area  of  trade  and  commodities,  the  main  areas 
of  attention  in  the  dialogues,  only  two  major  ASEAN  requests  were 
favourably  acted  upon  by  the  US.  They  were:  (i)  the  inclusion  of  Indonesia 
in  the  US-GSP  (generalised  system  of  preferences),  and  (ii)  the  reinstate- 
ment of  Philippine  rattan  furniture  in  US-GSP.  In  investment  and  finance 
co-operation,  none  of  the  major  requests  of  ASEAN  were  granted; 

d.  ASEAN  believes  that  in  order  to  strengthen  ASEAN-US  economic  rela- 
tions, the  dialogues  should  be  held  at  the  appropriate  ministerial  level  and 
with  relevant  government  agencies  on  an  ad  hoc  basis  as  and  when  neces- 
sary. Furthermore,  ASEAN  suggests  that  future  discussions  should  be  more 
focused  on  evolving  constructive  structures  for  trade  and  other  economic 
activities  as  well  as  on  the  need  for  technology  transfer.  It  also  suggests  the 
desirability  for  the  US  to  establish  a  comprehensive  structure  for  economic 
co-operation  for  ASEAN.16 

In  view  of  the  above  assessments  it  can  be  said  that  the  results  of  the 
ASEAN-US  dialogues  have  been  meagre  indeed,  in  particular  in  the  area  of 
trade,  which  has  been  the  main  preoccupation  in  the  dialogues. 

The  disappointing  results  of  the  dialogues,  however,  are  not  immediately 
reflected  in  US-ASEAN  trade  performance.  Based  on  the  trade  growth  figures 
in  Table  1  it  could  be  concluded  that  inspite  of  the  poor  results  in  the  area  of 
trade  negotiations,  trade  between  US  and  ASEAN  has  grown  faster  than 
between  US  and  the  world.  US-ASEAN  trade  performance  in  general  has  been 
better  than  that  between  the  US  and  the  industrialised  countries,  oil-exporting 
LDCs,  or  non-oil  LDCs. 


l6Scc,  ASEAN  Memunmdtim  on  Assessment  of  the  ASEAN-US  Dialogue,  submitted  to  the 
FiClh  ASEAN-US  Dialogue,  Manila,  5-6  December  1983. 
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Table  1 

US  TRADE  WITH  ASEAN  (annual  average  growth,  in  percentage) 


US  Exports  US  Imports 


1976-1979 

1979-1983 

1976-1979 

1979-1983 

Brunei 

12.4 

3.3 

9.7 

-42.7 

Indonesia 

19.1 

10.6 

13.8 

9.6 

Malaysia 

14.8 

15.9 

22.7 

-0.5 

Philippines 

17.7 

3.6 

13.5 

7.0 

Singapore 

24.7 

12.7 

20.5 

17.9 

Thailand 

29.0 

2.6 

20.4 

12.5 

ASEAN 

21.0 

9.6 

16.7 

8.4 

World 

12.1 

2.5 

13.8 

4.9 

Industrial  countries 

12.1 

2.5 

13.0 

8.0 

Oil-exporting  LDCs 

4.4 

3.2 

13.0 

-15.0 

Non-oil  LDCs 

14.4 

3.4 

15.9 

9.9 

Source:    IMF,  Direction  of  Trade  Yearbook,  various  issues. 


US  imports  from  ASEAN  grew  by  about  16.7  per  cent  per  annum  average 
in  the  period  1976-1979,  compared  to  13.8  per  cent  for  total  US  imports.  The 
rate  of  growth  of  US  imports  from  ASEAN  dropped  to  8.4  per  cent  in  the 
period  1979-1983,  but  during  that  period  total  US  imports  have  increased  by 
less  than  5  per  cent.  US  imports  growth  from  Singapore  and  Thailand  re- 
mained well  above  the  average  rate  of  growth  of  US  imports  from  ASEAN, 
whereas  US  impom/from  Malaysia  deteriorated  most  during  the  1979-1983 
period.  These  different  performances  suggest  that  some  of  the  problems  may 
be  specific  to  each  ASEAN  country. 

The  US  has  become  Singapore's  largest  trade  partner  outside  of  its  intra- 
ASEAN  trade  (see  Table  2).  Trade  between  the  two  countries  continue  to 
grow  and  is  not  faced  with  any  serious  problem.  One  main  problem  area  in  the 
relations  between  the  two  countries  at  present  is  the  question  of  piracy  and 
copyright  protection  for  US  products.  Thailand  equally  has  been  successful  in 
its  exports  to  the  US.  Recently,  Thai  tuna-exporters  have  defeated  attempts  to 
raise  tuna  import  tariffs  in  the  US  as  a  result  of  legal  argument  and  intense 
lobbying  by  Thailand's  private  sector,  backed  by  its  government.17  A  sudden 


l7See  special  coverage  on  protectionism  in  Far  Eastern  Economic  Review,  1  November  1984. 
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sharp  rise  --  albeit  from  very  low  bases  --  in  textiles  and  garments  imports  from 
Indonesia  resulted  in  a  harsh  response  from  Washington,  and  since  August 
1984,  textiles  have  been  the  hottest  issue  in  Indonesia-US  trade  relations. 
These  recent  problems  suggest  that  most  of  the  trade  problems  with  the  US  will 
have  to  be  dealt  with  directly  in  Washington,  and  must  involve  approaches  to 
the  Congress.  These  requirements  are  not  met  by  the  series  of  ASEAN-US 
dialogues. 

Table  2 

DESTINATION  OF  ASEAN  EXPORTS,  1983  (percentage  share) 


Destination 


US 

Japan 

EC 

ASEAN 

Brunei 

8.1 

67.7 

0.7 

13.2 

Indonesia 

20.2 

45.8 

4.5 

16.4 

Malaysia 

13.1 

19.4 

14.2 

29.1 

Philippines 

36.3 

19.9 

16.6 

7.3 

Singapore 

18.1 

9.2 

9.1 

25.5 

Thailand 

15.2 

15.5 

23.0 

14.3 

ASEAN 

18.3 

26.0 

10.1 

20.7 

Source:    IMF,  Direction  of  Trade  Yearbook  1984. 


As  suggested  by  a  recent  survey,  in  view  of  their  growing  reliance  on  export 
revenue  Asian  countries  are  forced  to  become  more  sophisticated  in  their 
response  to  protectionism  in  the  industrialised  countries.  "Merely  pointing  out 
their  plight  has  won  them  little  sympathy  in  Washington,  especially  when  they 
are  selling  more  and  more  to  the  US  and  run  trade  surpluses  with  it  year  after 
year."  Furthermore,  it  has  been  observed  that  although  all  Asian  countries 
have  a  state  in  fighting  protectionism,  none  dare  rely  too  much  on  their 
neighbours  in  the  battle,  since  one  nation's  defeat  in  the  trade  wars  often  be- 
comes another's  victory.18  These  observations  currently  apply  mostly  to  the 
NICs  (newly  industrialising  countries)  of  Northeast  Asia.  However,  one  may 
not  be  surprised  if  they  soon  would  become  valid  in  the  ASEAN  region  as  well. 
This  alone  would  suffice  to  encourage  ASEAN  to  design  fresh  approaches  and 
new  trade  strategies. 

With  regard  to  its  trade  with  the  US,  it  could  be  examined  in  how  far 
ASEAN  could  still  increase  its  exports  to  the  US.  Table  2  suggests  that  such 

l8//;/W. 
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possibilities  do  exist  in  view  of  the  fact  that  ASEAN  exports  to  the  US  still  lack 
behind  its  exports  to  Japan.  In  1983,  exports  to  the  US  amounted  to  18.3  per 
cent  whereas  exports  to  Japan  constituted  26  per  cent  of  total  ASEAN  exports. 
It  should  be  noted,  however,  that  non-oil  (fuels)  exports  to  the  US  may  be  on 
par  with  those  to  Japan. 

Through  its  dialogues  with  third  parties,  especially  the  US  and  Japan, 
ASEAN  has  emphasised  the  need  for  specific  actions  in  the  area  of  trade, 
namely  (a)  the  establishment  of  a  STABEX  scheme  to  stabilise  export 
earnings,  through  loans  by  the  US  and  Japan  in  particular,  and  increasingly 
for  (b)  greater  market  access  for  ASEAN  products  in  those  countries. 

An  assessment  of  ASEAN-US  dialogues  should  include  an  examination  of 
the  adequacy  of  ASEAN  approaches  in  dealing  with  the  above  issues.  This  is 
most  urgently  called  for,  especially  on  the  problem  of  market  access,  as  a 
result  of  the  passing  of  the  US  Trade  Bill  on  October  12,  J984,  which  has  more 
restrictive  and  discriminatory  features. 

Commodity  Issues  and  STABEX 

ASEAN's  basic  policy  objectives  in  respect  of  commodity  exports  are 
threefold:  (a)  the  attainment  of  more  stable  prices;  (b)  the  steady  long-term 
growth  of  exports  earnings  in  real  terms;  (c)  the  securing  of  improved  market 
access  for  raw  and  processed  primary  commodities  to  the  markets  of  indus- 
trialised countries. 

In  the  past,  ASEAN  countries  have  relied  on  international  commodity 
price  stabilisation  schemes  and  on  the  CFF  (compensatory  financing  facility) 
of  the  IMF  to  solve  commodity  export  instability  problems.  Experiences  have 
shown  the  serious  drawbacks  of  international  commodity  agreements  based  on 
supply  control  and  buffer  stock  mechanism.  These  schemes  have  created  addi- 
tional problems  which  relate  to  the  financing  of  the  buffer  stock,  fixing  the 
basic  price  range,  administering  quota  regulations,  etc.  It  should  also  be  borne 
in  mind  that  theoretically,  any  supply  control  programme  introduces  rigidity 
into  production  and  trade  and  thereby,  hampers  movements  towards  a  more 
efficient  resource  allocation.19  The  existing  IMF  CFF  has  also  been  found  to 
be  inadequate. 

ASEAN's  support  for  the  IPC  (Integrated  Programme  for  Commodities)  is 
based  on  the  fact  that  the  objectives  of  the  IPC  go  beyond  the  stabilisation  of 


"See  Mohamed  Ariff,  Malaysia  and  ASEAN  Economic  Co-operation  (Singapore:  ISEAS, 
1981). 
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commodity  prices.  The  IPC  also  aims  at  the  improvement  of  competitiveness 
of  natural  products,  marketing  and  distribution  as  well  as  product  diversifica- 
tion and  expansion  of  processing  of  primary  products. 

At  the  global  level,  ASEAN  has  participated  actively  in  the  negotiations  on 
the  Common  Fund  of  the  IPC  to  finance  commodity  buffer  stocks  and  other 
measures  to  stabilise  commodity  prices.  ASEAN  also  has  taken  an  active  part 
in  the  negotiations  on  individual  commodities  of  interest  to  ASEAN,  such  as 
tin  and  natural  rubber.  These  negotiations  are  carried  out  together  with  the 
negotiations  on  the  Common  Fund  so  that  specific  commodity  agreements 
could  benefit  from  the  Common  Fund  when  it  becomes  operational. 

A  number  of  commodities  of  interest  to  ASEAN,  such  as  sugar  and 
vegetable -oils  and  seeds,  do  not  lent  themselves  to  the  buffer  stock  approach. 
Hence,  an  alternative  solution  is  called  for.  In  this  regard,  ASEAN  countries 
consider  the  Lome  type  of  STABEX  arrangement  to  have  merit  as  a  sup- 
plementary measure  to  the  buffer  stock  operations  for  commodities  under  the 
IPC.  At  the  ASEAN- Japan  Summit  in  Kuala  Lumpur,  ASEAN  proposed  to 
the  Japanese  to  work  out  a  similar  scheme  between  ASEAN  and  Japan.  The 
US  and  the  EEC  were  also  approached  in  the  same  fashion. 

The  Japanese  seemed  to  have  been  willing  to  consider  the  proposal.  The  US 
Administration,  however,  rejected  STABEX  in  favour  of  continued  efforts  in 
the  globally  based  North-South  negotiations.  The  US  State  Department 
specifically  opposed  Japanese  involvement  in  a  STABEX  scheme.  In  the  US 
view,  problems  of  instability  in  export  earnings  are  more  effectively  addressed 
through  IMF's  CFF. 

In  the  First  ASEAN-US  Dialogue,  STABEX  was  proposed  by  ASEAN  as  a 
transitional  arrangement  -  pending  finalisation  of  the  IPC  -  which  could  at  a 
later  stage  be  globalised.  In  the  Second  ASEAN-US  Dialogue  in  1978,  it  was 
suggested  that  STABEX  should  be  viewed  as  an  additional  and  supplementary- 
measure  to  the  Common  Fund  and  individual  commodity  arrangements,  and 
not  as  replacement.  With  the  agreement  reached  on  the  establishment  of  a 
Common  Fund  in  1980,  the  STABEX  proposals  seemed  to  have  been  given  a 
lower  priority  on  the  agenda  of  ASEAN  dialogues. 

A  view  from  ASEAN  itself  thought  it  to  be  unfortunate  that  ASEAN  has 
proposed  the  STABEX  scheme.  It  was  argued  that:  (a)  the  IMF  CFF  in  fact  is 
a  good  scheme  and  that  the  conditions  attached  to  it  are  negotiable  and 
manageable;  (b)  STABEX,  in  the  form  of  soft  loans  is  suitable  for  the  poor 
ACP  (African,  Carribean  and  Pacific)  countries  which  were  former  colonies 
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of  the  EEC,  and  thus  imply  certain  moral  responsibility  on  the  part  of  the  EEC 
to  help;  but  these  same  reasons  make  STABEX  unsuitable  for  ASEAN.20 

In  the  Fifth  ASEAN-Japan  Forum  in  1982,  ASEAN  urged  Japan  to  give 
priority  to  the  eventual  establishment  of  a  globalised  STABEX  type  arrange- 
ment, in  support  of  the  position  of  the  Group  of  77  that  such  a  facility  should 
be  additional  to  IMF  CFF,  other  facilities  and  to  actions  taken  under  the  IPC 
to  deal  with  problems  of  price  stabilisation. 

Similarly,  in  view  of  the  slow  progress  in  the  implementation  of  the  Com- 
mon Fund,  ASEAN  urged  Japan,  which  has  ratified  the  Common  Fund  Agree- 
ment, to  support  international  moves  to  press  on  with  the  efforts  in  the 
Preparatory  Commision.  In  particular,  ASEAN  stressed  the  importance  of 
strengthening  the  Second  Account  of  the  Common  Fund  which  facilitates: 
(a)  R  &  D  aimed  at  strengthening  the  position  of  raw-materials;  (b)  transport, 
marketing  and  distribution  of  raw-materials;  (c)  development  and  diversifica- 
tion of  ASEAN's  natural  resources;  (d)  local  processing  of  raw-materials. 

In  regard  to  solving  the  commodity  problems,  ASEAN  noted  the  greater 
and  more  difficult  task  towards  the  conclusion  of  international  commodity 
agreements  which  constitute  the  pillars  of  the  Fund,  although  negotiations  on 
the  Sixth  International  Tin  Agreement  (6th  ITA)  and  on  the  International 
Natural  Rubber  Agreement  (INRA)  have  been  concluded  within  the  frame- 
work of  the  IPC. 

Apart  from  the  above  international  commodity  agreements,  ASEAN  coun- 
tinues  to  seek  close  support  from  its  dialogue  partners  in  several  other  areas, 
such  as  vegetable  oil  and  seeds,  tropical  timber  and  timber  products,  banana, 
and  hard  fibres. 

In  summing  up,  it  can  be  said  that  ASEAN's  joint  approaches  through  the 
mechanism  of  ASEAN  dialogues  with  third  countries,  including  the  US,  have 
failed  to  bring  about  tangible  results  insofar  as  bilateral  or  regional  arrange- 
ments —  such  as  a  regional  STABEX  for  ASEAN  —  are  concerned.  While  it 
may  be  true  that  ASEAN's  diplomacy  on  commodity  issues  at  the  global  level 
may  have  had  some  effects,  the  difficulties  in  the  way  of  creating  and  ope- 
rating commodity  prices  stabilisation  arrangements  remain  insuperable.21 


20Narongchai  Akrasanee,  "ASEAN  and  the  New  International  Economic  Order." 

21  Indeed  a  recent  study  by  Seiji  Naya  attempts  to  calculate  the  cost  of  the  STABEX  and  found 
the  financial  burden  too  high  to  make  the  proposal  unattractive  and  infeasible.  This  information  is 
based  on  a  personal  communication  with  the  author. 
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The  14th  ASEAN  Economic  Ministers  Meeting  in  Singapore  in  November 
1982  has  considered  the  need  for  fresh  thinking  and  new  initiatives  in  the  area 
of  commodities  of  interest  to  ASEAN,  including  to  reassess  its  position  re- 
garding the  IPC.  As  already  stated  elsewhere  some  time  ago,  ASEAN  coun- 
tries may  be  well  advised  "to  pool  their  resources  to  step  up  R  &  D  jointly  and 
remain  competitive  in  raw-material  production  rather  than  attempt  to  raise 
raw  material  prices  through  commodity  control."22 

Trade  Issues  and  Access  to  Markets 

The  current  international  trading  system  is  under  great  stress  as  manifested 
in  the  various  difficulties  and  contradictions  in  the  conduct  of  trade.  These  dif- 
ficulties arise  from  the  ever  increasing  degree  of  discrimination  and  the  pro- 
liferation of  flexible  measures  of  protection  (i.e.  safeguards);  the  decline  of  the 
unconditional  MFN  principle  (as  regard  to  the  implementation  of  the  MTN 
Agreements/Codes  on  non-tariff  barriers);  the  greater  tendency  to  resort  to 
bilateral  procedures  (e.g.  voluntary  export  restrictions);  and  the  hardened 
commercial  policy  of  major  importing  countries,  particularly  on  agricultural 
products. 

The  14th  ASEAN  Economic  Ministerial  Meeting  in  November  1982  has 
taken  a  clear  position  on  the  above  issues  in  preparation  of  the  GATT 
Ministerial  Meeting  in  the  same  month.  Most  of  the  issues  have  been  dealt  with 
in  the  various  ASEAN  dialogues  with  major  trading  partners,  focusing 
primarily  on  improved  ASEAN  access  to  markets  in  industrialised  countries. 

In  regard  to  this,  ASEAN  has  sought  to  eliminate  existing  barriers  and  in- 
crease the  range  of  their  goods  —  manufactured  goods  in  particular  ~  which 
could  enter  the  markets  in  industrialised  countries  free  of  duty  or  under  certain 
preferences. 

Special  barriers  to  exports  of  manufactured  goods  from  LDCs  have  arisen 
from  three  distinct  causes.  Industrial  tariff  reductions  have  largely  come  about 
since  World  War  II  through  reciprocal  concessions  among  industrialised  coun- 
tries on  a  most-favoured-nation  (MFN)  basis.  As~a  result,  the  US  applies  lower 
tariffs  to  manufactures  exports  of  the  EEC,  for  example,  than  it  does  to  those 
of  most  LDCs. 

Tariff  escalation  is  another  source  of  special  barriers.  Industrialised  coun- 
tries' tariffs  weigh  more  heavily  on  manufactures  than  on  raw-materials. 


"Mphamed  Ariff,  "Malaysia  and  ASEAN," 
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Quotas  and  a  variety  of  voluntary  agreements  constitute  another  major  source 
of  special  barriers.  Under  the  trade  rules  adopted  by  the  industrialised  coun- 
tries, a  sudden  surge  of  imports  can  be  met  with  trade  restriction  (safeguards). 

The  ASEAN  memorandum  on  protectionism,  presented  at  the  Second 
ASEAN-US  Dialogue,  cited  the  countervailing  duty  cases  on  textiles  and 
garments  being  brought  against  ASEAN  countries  by  the  US  Treasury  on  the 
grounds  that  their  production  is  subsidised.  This  issue  was  finally  resolved  in 
ASEAN's  favour.  ASEAN  also  has  brought  its  disappointments  with  the  MFA 
to  the  US  attention  since  the  first  dialogue. 

To  counter  both  special  barriers  to  exports  and  high  production  cost,  the 
LDCs  have  urged  the  industrialised  world  to  make  a  unilateral  cut  in  tariff  on 
products  imported  from  LDCs. 

In  the  various  ASEAN  dialogues,  trade  issues  in  the  MTN  have  been  raised 
by  ASEAN,  and  the  dialogues  partners  have  been  urged  to  fulfill  their  com- 
mitments set  forth  in  the  Tokyo  Declaration  as  well  as  to  improve  their  offers 
in  terms  of  product  coverage,  depth  of  cut  and  accelerated  staging.  In  the 
MTN,  the  US  chose  to  offer  permanent  MFN  reductions  but  expected  some 
reciprocity.  Other  industrial  countries  focused  their  concessions  for  tropical 
products  on  their  existing  systems  of  preferences. 

Tariff-cutting  formula  adopted  at  the  MTN  is  believed  to  have  a  substan- 
tial effect  on  the  exports  of  developing  countries.  In  the  First  ASEAN-US 
Dialogue,  for  example,  ASEAN  has  submitted  a  list  of  products  to  be  included 
in  the  US  offers,  and  later  each  ASEAN  countries  has  indicated  the  extent  of 
reciprocity  it  could  grant  to  the  US  in  accordance  with  the  Tokyo  Declaration. 
The  US  agreed  to  give  concessions  to  ASEAN  exports,  among  others  on 
coconut  oil  imports  from  the  Philippines  on  a  zero  tariff  basis  starting  as  of 
January  1981. 

In  the  ASEAN  dialogues,  considerable  attention  was  given  to  improve- 
ments in  the  GSP.  ASEAN  deems  the  GSP  to  be  an  important  instrument  for 
the  expansion  of  its  exports  and  the  promotion  of  its  industries.  Lists  of  pro- 
ducts proposed  for  inclusion  in  the  GSP  schemes  of  Japan,  the  US,  or  the  EEC 
have  regularly  been  submitted  jointly  by  ASEAN  countries  in  the  dialogues. 
In  addition,  a  number  of  specific  changes  were  proposed  by  ASEAN,  co- 
vering: eligibility  of  all  ASEAN  countries  (when  Indonesia  was  excluded  as  a 
beneficiary  country  as  an  OPEC  member);  liberalisation  of  the  competitive 
need  limitation;  liberalisation  and  simplification  of  the  cumulative  rules  of 
origin  (CRO);  simplification  of  procedures  and  data  requirements  for  product 
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requests;  the  GSP  as  a  permanent  element  in  the  international  trading  system, 
and  more  recently  on  the  so-called  GSP  erosion.23 

Negotiations  on  GSP  by  ASEAN  lent  itself  suitable  to  the  mechanism  of 
dialogues,  namely  bilaterally  between  the  GSP  "donor"  and  the  GSP  "reci- 
pient." The  GSP,  it  should  be  noted,  involves  a  unilateral  concession  by  the 
donor,  and  its  GSP  donor  introduces  its  own  unique  preference  scheme. 

ASEAN  as  a  group,  seems  to  have  gained  some  concessions  from  its 
negotiations  on  GSP  with  the  US  as  well  as  the  EEC,  and  Japan,  such  as  in  the 
application  of  CRO  for  ASEAN  as  well  as  in  the  expansion  of  product 
coverage. 

However,  specific  studies  evaluating  the  effects  of  GSP,  such  as  of  the 
EEC-GSP  on  ASEAN  products,24  or  on  a  more  global  scope,25  suggest  the 
quite  meagre  trade  benefits  of  the  GSP.  Thus,  ASEAN's  emphasis  on  im- 
provements in  the  GSP,  which  has  become  an  important  feature  in  the  agenda 
of  its  dialogues,  does  not  seem  all  that  meaningful. 

It  should  be  examined,  however,  in  how  far  ASEAN  has  been  affected  by 
the  US  move  in  March  1984  to  tighten  restrictions  on  duty  free  access  to  the  US 
market.  This  move  was  part  of  an  annual  product  review  of  the  3,000-plus  ar- 
ticles from  140  countries  allowed  entry  under  the  US  GSP.  As  of  March  30, 
1984,  imports  valued  at  US$11.9  billion  last  year  were  excluded  from  the  US 
duty-free  list.  Some  US$10.7  billion  was  automatically  excluded  because  of  the 
programme's  competitive  need  limitation.26  The  remaining  US$1.2  billion  in 
imports  was  "graduated"  from  GSP. 

Indeed,  the  current  major  issue  of  wide-ranging  implications  to  ASEAN, 
which  now  has  come  to  the  fore  more  pronouncedly  in  its  negotiations  with  in- 
dustrialised countries,  is  the  so-called  "graduation"  of  ASEAN  countries.  The 

23 As  importing  countries  lowers  many  of  its  tariffs  and  duties,  the  difference  between  the  new 
(MNF)  rates  and  the  GSP  rates  is  lessened.  Thus,  LDCs  benefit  less  from  the  GSP  programme. 
The  US,  Japan,  and  the  EEC  refused  to  recognise  the  problem  of  GSP  erosion. 

24See  for  example  the  study  by  Rolf  J.  Langhammer,  "ASEAN  Manufactured  Exports  in  the 
EEC  Markets:  An  Empirical  Assessment  of  Common  and  National  Tariff  and  Non-Tariff  Barriers 
Confronting  Them,"  in  Narongchai  Akrasanee  and  Hans  Christoph  Rieger  (eds.),  ASEAN-EEC 
Economic  Relations  (Singapore:  ISEAS,  1982). 

25See  Tracy  Murray,  Trade  Preferences  for  Developing  Countries  (New  York:  Wiley  &  Sons, 
1977). 

26This  competitive  need  limitations  are  applied  when  GSP  imports  of  any  particular  item 
exceeds  50  per  ccnl  of  total  imports  of  that  item,  or  when  the  value  of  that  import  is  above 
US$57.7  million. 
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graduation,  if  accepted,  implicitly  means  ineligibility  for  a  variety  of  pre- 
ferences or  facilities,  including  the  GSP,  thus,  automatically  moves  ASEAN 
countries  from  GSP  rates  to  MFN  rates.  For  a  number  of  reasons,  including 
political  ones,  ASEAN  strongly  rejects  the  graduation  concept.  Nonetheless, 
ASEAN  needs  to  consider  the  US  proposal  for  the  introduction  of  a  preferen- 
tial rate,  which  is  an  intermediate  rate  between  the  GSP  rate  and  the  MFN 
rate,  which  is  meant  to  be  applied  to  countries  which  have  graduated  to  a 
higher  stage  of  development. 

While  most  of  the  above  problems  are  encountered  by  ASEAN  in  its  trade 
with  many  industrialised  countries,  some  of  them  are  more  pronounced  when 
dealing  with  the  US.  The  new  US  Trade  Bill  includes  an  eight-and-a-half-year 
extension  of  the  GSP  which  includes  the  elements  of  graduation,  and  eligibility 
is  linked  to  recipient's  respect  for  intellectual  property.  The  bill  also  includes 
reciprocity  measures  which  allow  the  President  to  retaliate  when  barriers  to  US 
exports  are  not  removed  by  negotiations. 

Another  main  concern  of  ASEAN  countries  relates  to  US  policy  on  acces- 
sion by  LDCs  to  the  GATT  Code  on  Subsidies  and  Countervailing  Measures. 
The  US  policy  extends  the  benefit  of  the  injury  criterion  to  acceding  LDCs 
only  if  and  when  they  enter  into  a  commitment  that  satisfies  the  US  govern- 
ment to  phase  out  their  export  subsidies. 


CONCLUDING  REMARKS 

Various  stop-gap  measures,  while  negotiable,  definitely  remain  to  be 
wearisome.  Many  trade  issues  encountered  in  the  operations  of  the  interna- 
tional trading  system  today  may  only  be  the  symptoms  of  more  fundamental 
problems  of  the  world  economy  today.  Thus,  trade  issues  cannot  be  isolated 
from  other  economic  (and  socio-political)  problems  in  the  monetary,  fiscal, 
and  investment  fields  which  are  faced  by  the  world  economy,  especially  by 
many  industrialised  countries  and  in  the  relations  among  them. 

In  the  dialogues  with  the  US  and  other  countries,  ASEAN  always  present 
a  set  of  issues,  covering  trade,  development,  investment,  and  in  other  areas  of 
co-operation.  ASEAN  is  well  advised  to  present  those  issues  in  a  more  sys- 
tematically thought-out  package. 

There  still  is  a  great  uncertainty  as  to  whether  the  world  economy  will 
soon  come  out  of  the  recession.  Opposing  signs  are  still  present.  Many  trade 
problems  may  automatically  recede  with  a  rigorous  recovery  of  the  world 
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economy.  However,  prolonged  recession  will  likely  lead  to  a  collapse  of  the  in- 
ternational trading  system. 

In  the  Fifth  ASEAN-US  Dialogue,  ASEAN  expressed  the  need  for  the  es- 
tablishment of  a  comprehensive  trade  and  economic  co-operation  programme 
to  enhance  economic  relations  between  ASEAN  and  the  US.  Such  comprehen- 
sive economic  structures  may  indeed  be  desirable  but  they  are  not  easy  to 
design  and  to  implement;  Much  of  ASEAN's  worry  which  lead  to  that  pro- 
posal seemed  to  be  based  on  the  US  Carribean  Basin  Initiative  (CBI)  on  the 
one  hand,  and  the  effects  of  the  slow  economic  recovery  on  the  other  hand. 

ASEAN  is  less  concerned  with  the  effects  of  the  CBI  but  it  is  wondering 
why  a  similar  arrangement  could  not  be  made  between  the  US  and  ASEAN. 
However,  it  is  far  from  clear  whether  ASEAN  is  politically  prepared  to  engage 
itself  with  the  US  in  a  structure  of  that  sort. 

Economically  speaking,  such  a  structure  may  not  guarantee  that  the 
damage  to  US  partners  would  be  minimised  during  a  recession  or  economic 
slowdown. 

Meanwhile,  the  effects  of  continued  protectionism  and  the  more  wide- 
spread application  of  the  graduation  principle  could  be  divisive  from  ASEAN. 
This  being  the  case,  ASEAN  should  not  ignore  the  need  for  an  assessment  and 
re-examination  of  its  own  structure. 


Book 
Reviews 


Territorial  Power 
Domains 


Territorial  Power  Domains,  South- 
east Asia,  and  China:  The  Geo- 
Strategy  of  an  Overarching  Massif  by 

Lim  Joo-Jock.  Singapore:  Institute 
of  Southeast  Asian  Studies,  1984, 
234  pp.  This  review  article  is  written 
by  Dr.  Hilman  Adil,  National  Insti- 
tute for  Economic  and  Social  Re- 
search (Leknas)  Indonesian  Institute 
of  Sciences  (LIPI). 


Lim  Joo-Jock,  a  senior  fellow  at  the  In- 
stitute of  Southeast  Asian  Studies  who  has 
done  his  research  at  the  Strategic  and  Defence 
Studies  Centre  of  the  Australian  National 
University,  has  written  an  important  work  on 
"Territorial  Power  Domains,  Southeast  Asia, 
and  China."  The  book  deserves  the  serious  at- 
tention of  scholars,  students,  and  policy- 
makers. 

This  well-researched,  carefully  written 
book  has  many  strengths  and  some  weak- 
nesses. The  writer  attempts  to  analyse  both  the 
power  domain  and  the  core-periphery  concept 
and  the  factors  or  determinants  of  these  con- 
cepts through  Southeast  Asian  history  that  may 
underlie  current  political  problems  in  the 
region.  He  has  given  an  original  and  incisive 
account  of  the  highland-lowland  dichotomy 


which  leads  to  conflicts,  and  brings  an  inter- 
disciplinary approach  and  vast  knowledge  of 
Southeast  Asian  history  to  this  short  but 
thought-provoking  book. 

He  defines  this  dichotomy  in  its  broadest 
sense,  as  the  search  for  valid  explanations  of 
factual  reality  which  he  argues  has  existed 
throughout  the  history  of  the  region.  He  bases 
his  arguments  on  a  detailed  account  of  con- 
flicts caused  by  this  dichotomy  from  the 
earliest  days  of  the  pre-colonial  period  marked 
by  constant  conflicts  between  mountain 
dwellers  and  plainsmen,  respectively  minorities 
and  majorities  in  the  area  they  inhabit. 

These  majority-minority  relations  are 
subsequently  analysed  in  the  light  of  political 
and  strategic  issues  facing  the  Southeast  Asian 
region.  There  is  a  tendency  in  Thailand, 
Burma,  and  Vietnam,  to  consider  these  moun- 
tain dwellers  as  crude  and  uncivilised  people. 
The  author,  however,  does  not  entirely  agree 
with  such  a  stereotype  image  and  cites  as  an 
example  that  during  the  first  Vietnamese  War, 
the  Vietminh  managed  to  establish  good  rela- 
tions with  the  mountain  people.  The  source  of 
conflict  between  the  two  groups,  he  argues,  ac- 
tually focuses  on  the  problem  .of  regional 
autonomy. 

In  the  next  two  chapters,  the  conditions  and 
the  strategic  significance  of  international  boun- 
daries in  Southeast  Asia  are  discussed.  This 
part  emphasises  the  importance  of  boundary 
questions  and  the  fact  that  they  are  one  part  of 
the  totality  of  states'  relationships. 

Subsequently,  the  next  chapter  deals  with 
the  question  of  territorial  bases  of  power  and. 
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the  concept  of  spatial  power  domains.  This  im- 
plies "separation,  in  terms  of  power,  of  the 
core  from  the  periphery."  The  focus  is  put  on 
"the  varying  degrees  of  power  which  are  avail- 
able to  a  state  with  large  tracts  of  territory  of 
differing  strategic  characteristics  and  which  are 
manifested  in  the  core-periphery  dichotomy." 

In  the  following  chapter,  the  author  pro- 
ceeds to  examine  "the  applications  of  various 
forms  of  power  and  the  maintenance  of  sta- 
bility in  the  region"  within  the  context  of  the 
post- 1975  power  situation. 

The  concluding  chapter  consists  of  a  sum- 
mary of  the  thrusts  of  the  author's  arguments 
and  some  suggestions  to  view  definitions  of 
regionality  in  flexible  terms. 

The  last  three  chapters  may  well  be  the  most 
useful  section  for  serious  students  of  Southeast 
Asian  affairs  as  well  as  policy-makers  who  will 
want  to  refer  to  these  chapters  and  to  test  their 
relevance  in  other  studies. 

Its  central  premise  focuses  on  the  need  to 
unify  various  concepts,  like  Karl  Deutsch's 
power  domain  theory  with  studies  of  the  im- 
plications of  differentiation  between  core  and 
periphery  by  Jean  Gottman  or  Rokkan's  core- 
periphery  approach  in  modern  political  geo- 
graphy in  analysing  the  evolution  of  the  Euro- 
pean states. 

The  concept  of  power  —  whether  political, 
economic,  military  or  religious  —  is  normally 
understood  to  mean  the  ability  of  individuals 
or  groups  to  win  the  submission  of  others  to 
their  purposes.  This,  however,  conceals  as 
much  as  it  reveals.  It  provides  few  clues  as  to 
the  common  factors  underlying  the  concept  of 
power.  It  is  in  this  context,  that  one  should  ap- 
preciate this  study  as  it  concerns  itself  with  an 
effort  to  identify  the  sources  of  power  and  to 
see  the  instruments  by  which  power  is  exercised 
and  enforced. 

The  author  begins  in  this  section  with  the 
instruments  of  power  which  is  generally  con- 
trolled by  the  low-land  majority  in  mainland 
Southeast  Asia.  He  touches  on  their  features, 


notes  the  differences  in  the  various  states  and 
explores  the  purpose  of  power.  Next,  he  turns 
to  the  sources  of  power.  He  argues,  for  exam- 
ple, that  physical  concentration  of  people  and 
resources  facilitates  organisation  and  control 
which  subsequently  creates  a  power  domain. 
The  concentration  of  potential  power  in  the 
plains  is  derived  from  a  combination  of  fac- 
tors, like  the  density  of  population  which  is 
highest  in  the  low-lands  as  a  direct  consequence 
of  topography,  soil  conditions,  water  supply, 
and  access  to  the  means  of  transportation  of 
goods. 

Having  these  essential  established,  the 
author  then  proceeds  to  the  dynamics  of 
power.  He  observes  how  the  sources  of  power 
and  the  instruments  of  its  environment  have 
changed  in  importance,  character,  and  com- 
bination, from  pre-colonial  days  until  the 
presence.  He  also  gives  some  illustrations  of 
the  automatic  resistance  by  highland  minorities 
to  power  exercised  by  low-land  majorities, 
thereby  drawing  attention  to  the  central  role  of 
low-land  majorities  in  the  functioning  of  the 
modern  polity  of  Southeast  Asia. 

At  the  same  time  that  one  lauds  this  book, 
one  must  also  be  conscious  of  its  short- 
comings. The  theoretical  framework  which  is 
mostly  based  on  Deutsch's  power  domain 
theory  and  the  cases  cited  to  support  the 
arguments  could  be  abridged  significantly 
without  damaging  the  merit  of  the  logic.  It 
takes  the  author  several  chapters  to  lay  out  the 
theoretical  framework.  Thus  one  gets  the  im- 
pression that  the  complexity  of  his  presentation 
is  greater  than  the  theory  warrants. 

One  must  also  question  whether  we  can 
generalise  about  the  dichotomy  highland- 
lowland  or  core-peripheral  domains  in  con- 
temporary Southeast  Asia.  This  question  can 
be  answered  only  if  the  author  chooses  to  re- 
plicate this  analysis  by  using  different  in-depth 
studies  of  the  various  states  in  the  region. 

On  this  balance,  this  study  makes  a  signi- 
ficant contribution,  to  our  knowledge  of 
foreign  policy  behaviour  in  the  context  of 
Southeast  Asian  affairs. 
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Women's  Life: 
Ideals  and  Reality 


The  Role  of  Women  in  Rural  Com- 
munity Development  (in  Indonesian: 
Peranan  Wanita  dalam  Perkem- 
bangan  Masyarakat  Desa)  by  Pudji- 
wati  Sajogyo.  Jakarta:  Rajawali, 
1983,  379  pp.  This  review  article  is 
written  by  Medelina  Kusharwanti, 
a  staff  member  of  Department  of 
Socio-Cultural  Affairs,  CSIS. 


In  this  379  page  book,  through  a  research 
Pudjiwati  discusses  many  aspects  of  rural  com- 
munity life,  especially  from  the  social  and 
economic  point  of  view.  From  those  aspects  a 
variety  of  indicators  can  eventually  be  obtained 
that  may  depict  the  women's  role  in  rural  com- 
munity life. 

Many  arguments  and  basic  thoughts  have 
been  put  forward  by  Pudjiwati  to  back  up  the 
title  of  the  book,  in  answer  to  the  question  why 
studies  on  women's  role  and  their  related 
problems  to  be  faced  have  become  increasingly 
important,  especially  if  connected  to  efforts  in 
developing  community  rife  in  general.  Pudji- 
wati writes  that  understanding  the  problems  of 
women  may  be  helpful  in  knowing  the  meaning 
of  "development,"  i.e..  if  development  is  for- 
mulated as  a  process  where  males  as  well  as 
females  who  become  development  objectives 
should  participate  on  equal  terms  in  the  process 
(P-  3) 

From  that  statement  it  can  be  noted  that  the 
writer  wants  to  prove  to  and  at  the  same  time  to 
convince  the  readers  that  the  position  of  men 
and  women  is  basically  alike.  In  this  case, 
Pudjiwati  has  the  same  tendency  as  many 
female  writers,  who  motivated  by  their  ideals, 
want  to  raise  the  position  of  women  through 
their  work.  In  fact  women's  right  to  contribute 
in  development  is  equally  important  as  that  of 


men.  Pudjiwati  tries  to  efface  the  opinion  that 
the  role  of  women  who  hold  the  position  of 
maintaining  the  household  structure  is  belittled 
by  the  role  of  men  who  are  the  main  income 
earners  and  determine  their  households.  In  ad- 
dition to  that,  an  important  aspect  in  the 
domination  of  authority  by  men,  is  that  struc- 
turally and  basically  that  domination  is  inter- 
nalised by  the  agents  so  that  such  a  relationship 
is  considered  normal  (p.  47). 

Another  aspect,  showing  the  writer's  ideals 
is  the  questions  she  launches  demanding 
amelioration  of  situations  detrimental  of 
women.  She  queries  among  other  things  why 
women,  who  work  harder  and  longer  com- 
pared to  men,  receive  smaller  pay.  Why  do  girls 
drop  out  of  school  earlier  than  boys  from  the 
same  social  stratum.  Pudjiwati  also  queries  the 
small  portion  of  development  that  is  directed 
towards  technological  development  in  order  to 
alleviate  the  burden  of  household  chores  (p. 
259).  Her  ideas  become  more  pronounced 
when  she  states  that  the  problem  of  rural 
women  is  closely  related  to  the  utilisation  of 
highly  potential  human  resources.  Involving 
the  rural  women  in  development  is  an  effective 
step.  In  1971,  60  million  people  or  50  per  cent 
of  the  Indonesian  population  are  women,  and 
50  million  amongst  them  live  in  rural  areas. 

The  arguments  supporting  this  book  suf- 
ficiently show  the  writer's  motivation.  Ob- 
viously, Pudjiwati  has  the  ideals  and  expecta- 
tion for  the  improvement  of  the  life  of  women, 
all  of' which  are  presented  in  writing  based  on 
situation,  data  and  facts  which  are  logical  and 
realistic,  so  that  the  presented  problems  seem 
real,  natural  and  easy  to  understand.  No  data 
appear  to  be  unduly  fitted  in,  just  to  prove  the 
importance  of  the  role  of  Indonesian  women  in 
rural  community  life.  The  presented  data  and 
analysis  supporting  the  writer's  ideas  are  based 
on  socio-cultural  conditions  of  the  rural  com- 
munity. 

Particularly  in  deciding  upon  the  research 
method  to  be  used,  Pudjiwati  tries  to  select  the 
method  that  is  likely  to  generate  good  and  ade- 
quate results.  In  determining  the  samples  to  be 
used  she  pointed  out  that  rural  women  cannot 
be  regarded  as  a  Homogenous  group  and  that 
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there  are  differentiations  as  far  as  activities  and 
difficulties  are  concerned,  particularly  seen 
from  the  viewpoint  of  their  classes  or  strata  as 
well  as  their  individual  characteristics.  In  this 
case  it  seems  important  to  use  enough  varia- 
tions (especially  on  the  basis  of  their  socio- 
economic status),  so  that  the  differentiations  in 
the  samples  can  be  analysed  (p.  56).  In  the  light 
of  those  considerations  the  respondents  are 
classified  into  three  strata  in  accordance  with 
their  socio-economic  status,  namely  Stratum  I 
(the  poor  household),  Stratum  II  (medium- 
scale  household),  Stratum  III  (the  better-off 
households).  The  stratification  of  mentioned 
respondents  seems  to  be  an  accurate  step,  for  it 
appears  that  socio-economic  differentiation 
will  bring  about  a  difference  of  attitude  be- 
tween women  from  one  stratum  and  those 
from  another. 

The  research  area  covers  two  different 
places,  each  with  different  conditions,  namely 
village  A  (suburban)  and  village  B  (rural). 
Selection  of  the  different  research  areas  was 
based  on  the  fact  that  Pudjiwati  noticed  the 
different  effects  on  the  attitude/life  of  the 
community  that  had  been  brought  about  by 
geographical  differences. 

In  analysing  the  position  of  women,  at  first 
the  writer  uses  in  her  approach  the  notion  of 
"nuclear"  family,  which  is  regarded  significant 
and  relevant  to  become  the  basis  for  the  re- 
search of  the  role  of  women.  Furthermore  the 
writer  emphasises  on  the  relationship  between 
men  and  women,  which  stems  from  bilogical 
and  socio-cultural  differences.  Accordingly  in 
this  regard  the  differentiations  in  the  role, 
economic  allocations,  social  condition,  soli- 
darity, and  the  allocation  of  authority  and 
power  can  be  studied.  In  her  study  Pudjiwati 
highlights  the  position  of  women  as  housewives 
and  income  earners,  their  position  in  decision- 
making and  in  social  organisations. 

The  criterion  used  to  value  the  position  of 
women  as  housewives  and  income  earners  is 
based  on  the  outlay  of  labour.  To  value  the 
position  of  women  in  the  decision-making  pro- 
cess, it  is  necessary  to  find  out  to  what  extent 
women's  opinion  exert  influence  on  the  deci- 
sion-making process  in  production,  basic  needs 


expenditures,  raising  families  and  social  ac- 
tivities. Hence,  the  analysis  on  the  role  of 
women  in  rural  communities  is  directed 
towards  that  of  the  role  of  women  in  a  house- 
hold as  housekeepers  and  wives,  and  their  role 
in  the  community. 

The  overall  results  of  this  research  basically 
show  that  women  do  play  a  sufficient  signifi- 
cant role  in  rural  community  life,  moreover  if  it 
is  linked  to  so  many  outlays  of  labour  in  ac- 
complishing household  chores,  especially 
amongst  women  of  the  poor  household  stra- 
tum. This  research  also  reveals  that  women  ac- 
count for  a  sufficient  share  in  earning  income 
to  help  support  the  family's  economy  beside 
their  husbands  as  principal  income  earners.  It 
has  also  been  found  out  that  women  from  the 
poor  stratum  receive  smaller  returns  to  labour 
than  those  from  the  better-off  stratum,  which 
is  also  smaller  compared  with  the  returns  to 
labour  obtained  by  men  of  the  same  stratum. 
The  work  undertaken  by  women  from  the 
poorest  level  is  limited  in  nature,  on  account  of 
their  low  education  and  limited  skill. 

In  making  decisions,  the  voice  of  women  is 
quite  decisive,  although  in  certain  areas  the  in- 
fluence of  men  are  predominant.  However,  in 
general  many  decisions  are  made  together  by 
husband  and  wife. 

Basically  women  deem  it  necessary  to  take 
part  in  social  activities,  but  again  they  are 
restricted  by  their  low  educational  background 
and  limited  opportunity  to  participate  in  those 
activities.  Women  as  the  main  socialisation 
means  to  be  emulated  by  the  children,  says 
Pudjiwati,  are  also  aware  of  the  importance  of 
education,  so  that  they  are  willing  to  have  a 
division  of  labour  in  a  flexible  manner,  in  order 
to  enable  their  children  to  study.  Also  this  does 
not  bring  about  encouraging  result,  and  the 
children  have  to  quit  school  due  to  lack  of 
financial  support. 

The  problem  of  rural  technology  is  also 
presented  in  this  book,  especially  in  con- 
junction with  the  insignificant  share  of  con- 
tribution that  it  gives  to  alleviate  the  work  of 
women.  In  the  final  section  of  her  discussion 
Pudjiwati  touches  upon  the  importance  of  the 
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role  of  women  in  the  effort  to  improve  nutri- 
tion in  order  to  ameliorate  the  living  standard 
of  the  community. 

Having  read  the  arguments  of  thjs  book 
and  the  research  findings  pointed  out  by  the 
writer,  it  appears  that  the  writer's  objective. has 
been  attained  throughout  the  content  of  the 
book,  through  a  systematic  organisation  and  in 
depth  study.  On  the  one  hand,  Pudjiwati's 
ideals  are  obvious  in  her  effort  to  improve  the 
fate  of  rural  women,  on  the  other  hand,  those 
ideals  are  supported  by  realistic  concepts  or 
views  as  means  to  realise  her  expectations.  This 
research  succeeds  in  expressing  the  idea  that 
women  occupy  a  very  important  position  in 
rural  community  development,  by  presenting 
sufficiently  adequate  data.  Many  aspects  in- 
herent in  the  life  of  rural  women  have  been 
observed  and  apprehended  by  Pudjiwati 
through  concepts  or  means  of  her  research. 
Perhaps  this  is  precisely  the  asset  of  this  book, 
compared  with  other  writings  on  women  that 
are  too  general  and  less  detailed. 

Through  her  research  the  writer  has  also 
found  out  problems  that  are  particularly  faced 
by  women  living  in  rural  areas.  Pudjiwati  has 
not  only  put  forward  the  problems  but  she  has 
also  looked  for  a  way  out  through  sociological 
analysis  and  has  given  suggestions  as  to  the  way 
out.  Pudjiwati  puts  forward  a  frame  of  struc- 
ture which  is  useful  for  the  interests  of  rural 
women  covering  the  interests  of  households, 
community  and  nation  (p.  194,  199  and  256). 
Her  suggestions  are  technical  and  operational 
in  nature. 

Some  corrections  that  may  be  put  forward 
are  that  from  the  outset  of  her  writing  she  does 
not  categorise  the  percentage  of  her  data,  such 
as,  how  many  per  cent  can  be  categorised  as 
low,  medium  or  high  number  of  percentage,  so 
that  in  interpreting  the  data  (in  percentage)  the 
writer's  subjectivity  seems  obvious.  Aside  from 
that,  in  putting  forward  her  theory  or  concepts, 
her  elaborations  are  at  times  too  broad,  which 
in  fact  can  be  reduced  so  as  to  make  the 
presented  problems  more  specific. 

However,  this  book  does  contribute  many 
points,  particularly  in  .sociological  studies. 


Each  problem  is  always  presented  in  an  ap- 
propriate theoretical  framework,  so  that  is 
useful  for  an  in  depth  study  on  women  issues. 


Restoring  the  International 
Trading  System 


Trade  Policies  for  a  Better  Future: 
Proposals  for  Action.  Geneva: 
GATT,  1985,  60  pp.  This  review  arti- 
cle is  written  by  Dr.  Djisman  S. 
Simandjuntak,  Head  of  the  Depart- 
ment of  Economic  Affairs,  CSIS. 


This  is  a  report  submitted  in  March  1985  by 
the  "Seven  Wisemen"  invited  in  1983  by  the 
Director-General  of  GATT  to  study  and  report 
on  problems  facing  the  international  trading 
system.  Having  had  long  experiences  either  as 
high  government  officials,  top  executives,  of 
successful  multinationals  or  researchers  in 
renowned  institutions,  each  of  the  "Seven 
Wisemen"  reflects  a  certain  authority  in 
dealing  with  matters  related  to  the  interna- 
tional trading  system. 

The  report  is  concise  compared,  for  in- 
stance, to  each  of  the  "Brandt  Reports."  It 
consists  of  three  chapters  entitled  consecu- 
tively: "The  Challenge  of  Economic  Change"; 
"Why  Open  Trade  is  Better  Trade";  and  "The 
Way  Forward."  Each  of  the  titles  indicates 
already  the  main  messages  conveyed  by  the 
report. 

Readers  who  would  like  to  further  inquire 
he  nature  and  causes  of  the  abuses  of  the  inter- 
national trading  system,  will  not  find  this 
report  an  enrichment.  The  same  applies  to 
readers  who  expect  to  find  in  the  report  a 
clarification  of  arguments  for^or  against  open 
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trade.  Indeed,  it  is  the  fifteen  proposals  for  ac- 
tion which  constitute  the  main  body  of  the 
report.  To  understand  the  importance  of  these 
proposals  one  needs  to  refer  to  the  abundant 
studies,  both  theoretical  and  empirical  ones,  on 
the  international  trading  system. 

Defining  a  better  future  as  a  "new  era  of 
non-inflationary  growth,  lower  unemployment 
and  rising  standards  of  living,"  the  report  in 
Chapter  1  underlines  the  necessity  of  change  in 
order  to  lead  the  troubled  world  of  1983  to  a 
better  future.  The  only  bridge  to  a  better  future 
is  change.  If  change  is  facilitated  instead  of 
postponed,  the  world,  according  to  the 
"Wisemen"  is  well  equipped  to  repeat  the  good 
performance  of  the  1950s  and  1960s.  However, 
pain  is  in  the  very  nature  of  any  change.  The 
Wisemen  acknowledged,  therefore,  that  the 
temptation  simply  to  resist  change  will  be  very 
great.  Needless  to  say,  the  intensity  of  this 
temptation  varies  from  one  country  to  another. 
The  more  intense  this  temptation  is,  the  more 
unlikely  it  will  be  for  the  country  concerned  to 
approach  a  better  future. 

One  can  hardly  find  a  country  which  would 
openly  admits  it  aversion  to  change.  Each 
government  believes  that  she  is  progressive, 
even  when  the  change  she  has  in  mind  is  a 
journey  to  the  "glorious"  past.  The  "Wise- 
men,"  however,  have  a  clear  context  of 
change.  The  world  is  confronted  with  far- 
reaching  technological  breakthroughs,  in- 
creased concentration  of  the  world  population 
in  the  developing  countries,  increased  inter- 
dependence of  macro-economic  policies  of  na- 
tions, and  the  emergence  of  some  developing 
countries  as  aspirants  of  industrial  power.  Any 
change,  therefore,  that  occurs  in  isolation  vis- 
a-vis the  outside  world  is  doomed  to  be  ineffec- 
tive. The  long-term  trends  of  economic  reforms 
in  the  socialist  economies  tend  to  confirm  the 
validity  of  this  statement.  That  is  why  trade  has 
a  vital  role  to  play  in  enhancing  productive 
changes. 

If  trade  is  the  key  to  productive  changes  and 
the  latter  to  a  better  future,  then  trade  is  the 
key  to  a  better  future.  The  problem,  however, 
is  that  the  international  trading  system,  GATT, 
is  suffering  from  a  serious  and  continuing  ero- 


sion. The  commodity  and  country  coverage  of 
GATT  is  limited  from  the  outset. 

Agricultural  products  and  services  are  ex- 
cluded from  GATT.  All  that  are  applicable  to 
these  items  are  national  policies  or  separate 
international  agreements  which  violete  the 
spirit  or  letter  of  GATT.  One  agreement  after 
another  has  led  to  a  de-facto  rejection  of 
GATT  as  regards  trade  in  textiles  between  the 
developed  and  developing  countries.  Had  com- 
petitive suppliers  refused  to  restraint  their  ex- 
port "voluntarily,"  a  range  of  products  such 
as,  steel  and  electronics  would  have  similarly 
been  the  victim  of  special  arrangements  outside 
GATT.  While  GATT  contains  some  rules  of 
waving  in  case  of  an  emergency,  the  signatories 
create  an-  "emergency"  in  order  to  wave  the 
basic  rules  of  GATT.  The  erosion  of  GATT  is 
so  blunt  that  the  "Wisemen"  did  not  find  it 
necessary  to  address  it  ingreat  length.  Indeed, 
governments  around  the  globe  admit  it  in  their 
own  way,  when  they  refer  to  the  grave  impacts 
of  the  "world  protectionism"  upon  their 
economic  performance. 


OPEN  TRADE  IS  BETTER  TRADE 

It  would  certainly  be  unwise  for  the  group 
being  invited  by  GATT  to  argue  as  if  there  is 
better  trade  than  open  trade.  On  the  other 
hand,  to  deny  the  validity  of  some  arguments 
for  rejecting  open  trade  would  mean  referring 
to  a  world  that  never  exists.  It  follows  that 
open  trade  is  a  matter  of  degree.  There  is  no 
such  thing  as  a  completely  open  trade,  not  even 
within  a  Common  Market  or  Free  Trade  Area, 
let  alone  in  the  world  that  is  divided  in  many 
ways,  notwithstanding  the  uniting  forces  which 
emerge  from  technological  development.  But 
then,  a  very  difficult  question  which  arises  as  a 
borderline  is,  for  instance,  the  button  in  the 
trousers  of  a  soldier  without  which  he  cannot 
run  into  a  battle,  of  strategic  importance?  If  it 
does,  then  everything  seems  to  be  of  strategic 
importance,  including  leather,  out  of  which  the 
soldier's  shoes  are  made.  If  one  applies  the 
same  interpretation  to  other  valid  arguments 
tor  protection,  then  a  wholesale  protection  will 
be  the  result.  However,  if  everything  is  of  stra- 
tegic importance,  then  nothing  is  as  strategic  as 
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it  seems  to  be.  The  guns,  the  combat  aircraft 
and  battle  ships  can  then  be  procured  ac- 
cording to  an  economist's  abstract  model  of 
open  trade. 

It  is  fruitless  to  pursue  an  exhaustive  debate 
on  this  controvercy.  The  fact  of  life  is  that  a 
more  open  trade  may  prevail  under  certain  cir- 
cumstances while  a  more  restricted  trade 
prevails  under  different  circumstances.  What 
the  "Wisemen"  have  underlined  in  their  cri- 
ticism of  the  present  international  trade  en- 
vironments is  the  tendency  of  nations  to  resort 
to  mistaken  protection  for  the  cure,  while  post- 
poning adjustment  as  long  as  possible.  Never- 
theless, there  is  a  missing  link  between  what  the 
"Wisemen"  call  valid  arguments  for  protec- 
tion and  what  they  call  the  "illusion  of  protec- 
tionism" where  all  the  wellknown  arguments 
for  protection  are  rejected. 

Contrary  to  the  context  of  change  depicted 
by  the  "Wisemen"  according  to  which  the 
future  expansion  of  the  world  trade  will  in- 
creasingly depend  on  the  markets  of  the  de- 
veloping countries,  little  was  said  about  the 
protectionism  of  the  developing  countries.  The 
way  the  "Wisemen"  criticised  protectionism  is 
largely  based  on  the  practices  of  protectionism 
in  the  developed  countries.  The  "Wisemen" 
might  have  assumed  silently  that  the  return  of 
the  major  trading  countries  to  open  trade  is  a 
necessary  condition  for  re-establishing  the  in- 
ternational trading  system  and,  at  the  same 
time,  a  sufficient  condition  for  other  countries 
to  follow  according  to  the  "dominant-power" 
paradigm  on  international  regime.  However, 
whatever  the  reasons  actually  are,  more  atten- 
tion needs  to  be  paid  to  trade  policies  of  the 
developing  countries  in  general  and  to  those  of 
the  more  advanced  among  them  in  particular. 

THE  WAY  FORWARD 

Having  argued  that  restricted  trade  is  in- 
ferior to  an  open  one,  the  "Wisemen"  pro- 
ceeded to  mentioning  fifteen  proposals  deemed 
necessary  to  restore  the  international  trading 
regime.  All  of  them  are  equally  important. 
However,  the  reviewer  refrains  from  commen- 
ting on  them  one  by  one  and  draw  instead  at- 


tention to  those  proposals  which  are  of  direct 
relevance  to  the  participation  of  the  developing 
countries  in  a  new  round  of  GATT  negotia- 
tions. 

The  developing  countries  may  have  a  more 
favourable  attitude  towards  a  new  round  of 
multilateral  trade  negotiations,  if  there  are  in- 
dications from  the  developed  countries  as  to 
their  willingness  to  comply  with  GATT  in 
respect  to  trade  in  agriculture  and  textiles. 
Many  observers,  including  the  "Wisemen" 
agree  that  a  liberalisation  in  these  two  areas 
would  bring  about  an  improvement  in  the 
balance  of  payments  of  many  developing  coun- 
tries on  the  one  hand  and  a  substantial  relief 
for  the  developed  countries  in  terms  of  budget 
policy  on  the  other.  Unfortunately,  the  gesture 
does  not  appear  so  far.  It  is  discouraging  to 
observe  that  the  EEC  is  determined  to  defend 
its  Common  Agricultural  Policy,  notwith- 
standing the  apparent  necessity  for  relaxing 
this  policy  in  view  of  the  mounting  financial 
burdens  it  imposes  on  the  Community.  Simi- 
larly disappointing  is  the  pursuance  of  the 
United  States  to  extent  the  coverage  of  a  new 
MFA  to  the  few  items  that,  by  way  of  excep- 
tion, are  not  covered  by  the  present  MFA  III. 

Given  this  background,  the  proposal  of  the 
"Wisemen"  to  restore  GATT  in  agricultural 
and  textile  trade  is  of  crucial  importance. 
While  a  total  dismantling  within  a  single  round 
of  negotiations  appears  very  unlikely,  the 
developed  countries  should  seriously  consider  a 
relaxation  of  their  trade  regimes  in  these  two 
areas.  Priority  needs  to  be  put  on  the  most 
severe  elements  of  the  regimes.  This  would 
mean  a  refrain  from  imposing  variable  levies 
on  imports  and  a  reduction  of  export  subsidies 
in  the  agricultural  trade  and  a  gradual  removal 
of  quantitative  import  restrictions  in  the  textile 
sector,  however  unrealistic  this  demand  seems 
to  be  at  first  glance.  The  developing  countries 
on  the  other  hand,  should  learn  to  appreciate 
any  concession  in  these  two  areas,  however 
modest  it  may  be.  Maintaining  a  "maximalist 
position"  is  not  the  correct  way  to  a  fruitful 
negotiation. 

The  tenth  proposal  of  the  "Wisemen"  con- 
cerns a  more  fully  integration  of  the  developing 
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countries  into  the  international  trading  system 
while  maintaing  additional  help  to  the  least- 
developed  countries  in  developing  their  trade. 
This  proposal  is  based  on  the  findings  of  many 
exploratory  studies  according  to  which  a 
world-wide,  non-discriminatory  liberalisation 
is  more  beneficial  to  the  developing  countries 
than  a  unilateral,  preferential  treatment  such  as 
the  GSP.  Many  developing  countries  are  sus- 
picious of  these  research  findings  and  insist, 
accordingly,  on  a  preferential  treatment.  They 
reject  the  reciprocity  norm  of  GATT,  arguing 
that  to  give  equal  treatment  to  the  rich  de- 
veloped countries  and  the  poor  developing 
countries  is  an  act  of  discriminating  the  de- 
veloping countries.  While  there  is  a  truth  in  this 
statement,  some  pitfalls  need  to  be  clarified. 

Compliance  to  non-discrimination  and 
reciprocity  does  not  exclude  the  possibility  of 
a  liberalisation  that  promises  greater  gains  to 
developing  countries  than  to  developed  coun- 
tries, as  noted  before.  This  would  be  the  case, 
if  a  'progressive  reduction  of  tariffs  on  agri- 
cultural products  and  textile  products  can  be 
achieved  in  a  new  round  of  negotiations. 

Secondly,  it  is  illusory  to  expect  that 
the  developed  countries  will  ever  provide  a 
binding,  wholesale  preferential  treatment  in 
favour  of  the  developing  countries.  All  of  that 
Part  IV  of  GATT  and  the  results  of  the  Tokyo 
Round  included,  are  non-binding  appeals  to 
the  developed  countries  to  give  a  more  favour- 
able treatment  to  the  developing  countries  to 
"the  most  possible  extent."  -Notably  the 
Generalised  System  of  Preferences  is  a  uni- 
lateral, non-binding  preferential  scheme.  Its 
country  and  commodity  coverage,  the  nature 
and  depth  of  the  preferences  it  provides  and  its 
administration  are  all  at  the  disposal  of  each  of 
the  developed  countries.  There  is  no  need  to 
consult  the  developing  countries  on  the  pos- 
sible exclusion  of  certain  items  from  the 
scheme.  In  fact,  the  GSP  has  never  been  so 
general  as  the  name  suggests.  Similarly,  the 
"dcvclopmcni  norm"  of  GATT  has  never  been 
so  generous  as  the  heading  implies.  In  short,  it 
is  more  than  questionable  whether  the  existing 
preferential  treatment  has  benefitted  the  de- 
veloping countries  more  than  a  non-discrimina- 
lory  treatment  would  have. 


Thirdly,  the  group  of  the  developing  coun- 
tries has  increasingly  diverged  in  terms  of  their 
trade  interests.  Some  of  them  have  proved  suc- 
cessful in  building  a  strong  foothold  in  interna- 
tional markets  for  manufactures,  including 
high-tech  products,  while  others  continue  to 
live  in  poverty,  possessing  a  very  small  surplus 
of  few  commodities  that  needs  access  to  inter- 
national markets.  One  of  the  implications  of 
this  development  is  that  it  will  be  increasingly 
difficult  for  the  more  advanced  developing 
countries  to  resist  the  pressure  for  a  reciprocal 
liberalisation  of  their  trade.  It  means  that  some 
developing  countries  are  likely  to  join  a  new 
round  of  GATT,  notwithstanding  the  apparent 
disintegrating  effect  of  such  a  step  on  de- 
veloping countries. 

Finally,  the  need  for  less  protection  has  in- 
creasingly been  realised  by  many  developing 
countries,  although  the  temptation  not  to  bind 
any  reduction  internationally  is  also  great.  The 
reason  behind  this  changing  attitude  is  clear. 
At  times  when  the  manufacturing  sector  could 
rely  on  protected  markets  and  the  needed 
foreign  exchange  could  be  made  available 
through  international  borrowing,  international 
competitiveness  is  less  compelling.  However, 
when  domestic  markets  are  saturated  and  the 
"reservoir"  of  the  international  capital 
markets  is  drying  out,  every  possible  source  of 
efficiency  needs  to  be  tapped  in  order  to  im- 
prove export  competitiveness.  Obviously,  less 
protection  on  capital  goods  and  intermediate 
products,  which  together  constitute  the  lion 
share  of  the  imports  of  the  more  advanced 
developing  countries,  is  one  among  the  sources 
at  the  disposal  of  the  countries  concerned. 

It  follows  from  the  above  argument  that  a 
non-discriminatory  liberalisation  may  turn  out 
to  be  more  beneficial  to  the  developing  coun- 
tries than  a  preferential  treatment  which  is 
subject  to  continuous  erosion.  However,  the 
actual  gains  from  a  multilateral  trade  negotia- 
tion is  dependent  on  the  specific  results.  A 
more  active  participant  who  clearly  under- 
stands the  prevailing  international  trade  en- 
vironment is  likely  to  gain  more  than  a  passive 
one. 

The  proposal  of  the  "Wisemen"  in  respect 
to  trade  in  services  is  inconclusive  in  the  sense 
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that  it  is  basically  an  appeal  to  governments  to 
examine  ways  and  means  of  expanding  the 
trade  in  services,  and  to  explore  whether  multi- 
lateral rules  can  appropriately  be  devised  for 
this  sector.  While  the  need  for  international 
rules  is  realised,  it  is  worried  that  the  involve- 
ment of  GATT  in  services  would  lack  the 
credibility,  as  long  as  agreements  cannot  be 
reached  on  issues  related  to  merchandise  which 
is  supposed  to  be  the  main  concern  of  GATT. 

Most  developing  countries  would  find 
this  proposal  acceptable  as  it  refrains  from 
pushing  on  the  liberalisation  of  trade  in  ser- 
vices in  a  new  round  of  trade  negotiations.  It 
will  take  time  before  the  developing  countries 
can  define  a  clear  position  on  this  issue,  given 
the  complexity  of  the  questions  involved.  An 
agreement  on  the  coverage  of- services  will  be 
very  difficult  to  reach  in  view  of  diverging  in- 
terests of  the  parties  concerned.  Will  it,  for 
instance,  be  unfair  for  developing  countries 
to  ask  for  better  access  for  their  service- 
embodying-labourers  to  the  markets  of  de- 
veloped countries  in  exchange  of  better  access 
to  the  developing  countries  for  disembodied 
services  such  as  engineering  consultancy  which 
can  now  be  stored  and  transmitted  with  the 
help  of  the  telematic  industry?  Some  may  find 
this  question  rhetorical  rather  than  substantial. 
However,  it  clearly  indicates  how  difficult  it 
would  be  to  define  the  coverage  of  services. 
Furthermore,  the  nature  of  protectionism  in 
the  trade  in  services  is  different  from  that  of 
the  trade  in  merchandise.  It  is  not  the  tariff  or 
quantitative  import  restrictions  that  are  of 
prime  importance  in  the  trade  in  services.  In- 
stead, procurement  policies,  monopoly  of  state 
enterprises  as  well  as  the  various  instruments  of 
protecting  intellectual  property  rights  which 
are  the  main  barriers  to  the  trade  in  services. 
Being  part  of  protectionist  measures  many  of 
them  are  difficult  to  criticise. 

A  state  monopoly  in  PTT  is  generally  ac- 
cepted as  a  legitimate  way  to  protect  national 
interest,  however,  damaging  it  may  be  to  trade 
in  information  and  the  related  hardwares. 
Needless  to  say,  that  most  of  the  protection  in- 
struments imposed  on  trade  in  services  are  less 
quantifiable  than  tariffs  or  quantitative  restric- 
tions on  trade  in  merchandise.  Accordingly, 


exchange  of  concessions  will  be  more  difficult 
to  facilitate.  No  wonder  that  most  countries  are 
sceptical  of  an  immediate  negotiation  on  trade 
in  services.  Very  few  countries  are  likely  to 
follow  the  American  position  which  in  turn  has 
remained  vague  despite  the  strong  demand  for 
an  immediate  liberalisation  of  the  documented, 
inter  alia,  1984  Tariff  and  Trade  Act.  This 
question  on  issue-linkage  has  turned  out  to  be  a 
serious  obstacle  to  an  immediate  launching  of  a 
new  GATT-round,  the  primary  goal  of  which, 
according  to  the  "Wisemen,"  should  be  the 
strengthening  of  the  multilateral  trading 
system,  instead  of  overburdening  it  with  new 
issues  in  addition  to  the  existing  intricate  ones. 

The  last  proposal  of  the  "Wisemen"  draws 
attention  to  the  interdependence  of  economic 
issues,  referring  among  other  things  to  the  debt 
problems  facing  many  developing  countries. 
Progress  in  a  new  round  of  multilateral  trade 
negotiations  is  dependent  on  the  developments 
in  other  branches  of  economic  policy.  It  will  be 
counterproductive  to  insist  on  trade  disciplines 
while  escaping  international  responsibility  on 
fiscal  or  monetary  issues.  However,  over- 
loading a  single  round  of  trade  negotiations 
with  very  diverse  issues  may  result  in  a  failure 
as  the  "UNCTAD  Rounds"  vividly  show.  That 
is  why  the  "Wisemen"  underline  to  need  for 
a  more  effective  IMF  or  World  Bank  in  ad- 
dressing the  issues  involved  in  their  respective 
Fields.  A  more  generous  "compensatory  Fi- 
nancing Facility"  for  instance,  would  promote 
a  more  positive  attitude  of  the  developing 
countries  vis-a-vis  the  IMF.  Similarly,  a  less 
orthodox  financial  policy  of  the  World  Bank 
would  weaken  the  prejudice  developing  coun- 
tries have  in  respect  to  the  developed  countries' 
role  in  the  World  Bank. 


THE  LIKELY  RESPONSE 

It  has  been  pointed  out  earlier  that  the 
"Wisemen"  report  is  not  intended  to  scrutinise 
the  weirdness  sorrounding  the  present  interna- 
tional trading  environment.  That  kind  of  re- 
port has  been  available  in  abundance  and  is 
continuing  to  multiply.  Therefore,  a  group 
such  as  the  "Wisemen"  can  rely  on  them  in 
designing  their  proposals  which  are  aimed  at 
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gelling  things  moved  rather  than  merely  clari- 
fying them. 

The  report  hardly  contains  new  proposals. 
They  were  known  to  governments  and  traders, 
at  least  in  a  fragmented  way,  long  before  the 
report  was  published.  Would  it  mean  that  the 
report  is  useless  in  the  sense  that  it  would  not 
be  stimulating  to  governments  to  re-consider 
their  trade  policies?  This  is  a  difficult  question. 
In  view  of  what  is  happening  to  the  world  trade 
scene  in  the  last  few  years,  it  seems  to  be  mis- 
placed to  expect  that  the  report  will  make 
things  different,  notwithstanding  the  reputa- 
tion each  of  the  "Wisemen"  has  earned 
through  their  respective  experiences.  None- 
theless, the  report  is  a  warning  to  governments 
on  the  damaging  effects  of  their  present  negli- 
gence on  the  international  trading  system  just 
at  a  time  when  the  world  is  increasingly  inter- 
dependent. Individual  governments  may  over- 
look the  messages  conveyed  by  the  report  but  it 
provides  another  opportunity  to  put  into  ques- 
tion the  way  presently  governments  conduct 
trade. 


The  Face  of  PPP: 
From  Crisis  to  Crisis 

The  Strategy  of  PPP  during  the  Pe- 
riod of  1973-1982:  A  Study  on  the  Is- 
lamic Political  Force  on  the  National 
Level  (In  Indonesian:  Strategi  Partai 
Persatuan  Pembangunan,  PPP,  Se- 
masa  1973-1982  -  Suatu  Studi  ten- 
tang  Kekuatan  Politik  Islam  Tingkat 
Nasionaf)  by  Umaidi  Radi.  Jakarta: 
Integrita  Press,  1984,  212  pp.  This 
review  article  by  Kusnadi  is  translated 
from  Optimis,  January  1985. 

An  in  depth  study  on  the  role  of  political 
parties  during  the  New  Order,  especially  after 


the  fusion  of  ten  political  parties  (including 
Golkar)  to  become  three  major  political  forces 
namely,  the  United  Development  Party  (PPP), 
Golkar  (the  Functional  Group)  and  the  Indone- 
sian Democracy  Party  (PDI),  has  not  often 
been  conducted,  I  if  at  all.  Perhaps  it  is  con- 
sidered to  be  still  too  early  due  to  the  fact  that 
the  fused  parties  are  still  relatively  young  and 
that  their  role  is  not  that  significant  yet  in  na- 
tional politics. 

However,  it  is  a  good  sign  when  a  daring  at- 
tempt is  made  for  a  breakthrough  of  the  con- 
servative view  cited  above.  And  Umaidi  Raidi 
seems  to  succeed  in  gaining  the  good  momen- 
tum. This  is  marked  by  the  publication  of  his 
scientific  writing  being  originally  his  thesis  in 
obtaining  the  degree  of  Magister  Artium  at  the 
Postgraduate  Faculty  of  the  University  of  In- 
donesia, entitled:  Strategi  Partai  Persatuan 
Pembangunan  (PPP)  Semasa  1973-1982 
~  Suatu  Studi  tentang  Kekuatan  Politik  Islam 
Tingkat  Nasional,  which  is  the  topic  of  our 
discussion. 

FROM  PLURALITY  TOWARDS  UNITY 

The  political  history  of  Indonesia  has  since 
the  beginning  of  its  independence  been  marked 
by  protracted  political  conflicts.  This'  can  be 
noted  from  the  periods  of  the  Western  Style 
Liberal  Democracy  and  the  Guided  Democ- 
racy. What  can  be  observed  during  the  periods 
of  the  two  mentioned  systems  of  democracy 
according  to  Dr.  Alfian,  is  the  existence  of  two 
kinds  of  extreme  patterns  of  political  be- 
haviour, namely:  (1)  unlimited  political  free- 
dom which  brought  about  protracted  political 
conflicts,  and  (2)  the  restrained  political  free- 
dom which  virtually  ruled  out  conflicts  or 
critics.  Whereas  the  result  of  the  practice  of  the 
two  systems  did  not  entail  any  significant 
benefit  to  national  development  in  general  and 
to  the  political  development  in  particular. 

During  the  early  period  of  the  New  Order 
after  the  regime  eliminated  two  major 
political  strongholds  of  the  Guided  Democracy 
period,  namely  Soekarno  and  the  Indonesian 
Communist  Party  (PKI)  -  the  two  kinds  of 
political  behavioural  pattern  cited  above  be- 
came the  bulk  of  serious  considerations.  In 
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other  words,  during  the  early  period  of  the 
New  Order  Regime  political  issues  became  the 
main  items  to  be  solved  first.  This  was  ob- 
vious in  --  the  Two-fold  Task  (Dwidharma)  of 
the  Ampera  Cabinet  under  the  leadership  of 
Acting  President  Soeharto  who  placed  political 
stability  as  the  first  priority  over  economic 
stability.  Whereas  we  know  that  prior  to  that 
the  previous  president  left  behind  a  legacy  of 
inflation  of  more  than  600  per  cent. 

As  a  follow-up  of  establishing  political 
stability,  effective  operational  steps  were 
taken.  Ideological  problems  (on  account  of 
their  sensitiveness)  had  to  be  tackled  first. 
Complicated  experiences  like  those  during  the 
sessions  of  the.  Constituent  Assembly,  which 
showed  that  the  ideological  polarisation  of 
Islam  -  Pancasila  has  strongly  crystallised, 
became  material  for  serious  considerations. 
Meanwhile  the  successful  outcome  of  these 
ideological  steps  should  constitute  a  national 
consensus  not  to  question  Pancasila  anylonger 
as  the  state  principle. 

Based  on  the  steps  referred  to  above  one 
may  draw  the  conclusion  that  the  government 
took  into  account  the  Islamic  political  parties 
very  cautiously.  But  in  the  midst  of  the  en- 
deavour to  create  political  stability  and  de- 
ideologisation,  the  government  suddenly  took 
a  daring  step  by  approving  the  establishment  of 
Parmusi  (Partai  Muslimin  Indonesia  =  In- 
donesian Moslem  Party)  on  5  February  1968, 
after  undergoing  a  winding  process.  Through 
the  establishment  of  Parmusi,  according  to  its 
initiators,  it  was  expected  that  the  party  would 
accomodate  the  aspirations  of  the  moslem 
community  that  had  not  yet  been  accom- 
modated by  NU  (Nahdlatul  Ulama),  PSII 
(Partai  Syarikat  Islam  Indonesia  =  Indonesian 
United  Islamic  Party),  and  Perti  (Persatuan 
Tarbiyah  Islamiyah  =  Islamic  Political  Party). 
The  initial  period  of  Parmusi  --  which  was  nota 
bene  regarded  as  the  legal  heir  to  continue  the 
struggle  of  Masyumi  (Majelis  Syuro  Muslimin 
Indonesia  =  Council  of  Indonesian  Moslem 
Association)  disbanded  by  Soekarno  in  1960 
-  like  other  political  parties,  was  not  free  from 
internal  crises  and  conflicts.  And  those  crisis 
only  lerminatcd  after  H.M.S.  Mintaredja  and 
Sulastomo  were  brought  to  the  fore  as  the 


party's,  chairman  and  secretary  respectively 
with  some  objections  (pp.  68-74).  Consequent- 
ly at  that  time  there  were  four  Islamic  parlies. 

.  Entering  the  1971  General  Elections  ten 
political  parties  were  listed  as  contestants.  The 
Armed  Forces  (Government)  however  had  pre- 
pared Golkar  on  which  they  rely  and  which  was 
nota  bene  called  the  Armed  Forces'  full  brother 
came  out  as  the  winner,  gaining  62.68  per  cent 
of  the  votes,  which  was  an  absolute  majority 
for  which  Golkar  obtained  231  seats  in  parlia- 
ment out  of  the  360  seats  contested  (pp.  75-76). 
On  the  other  hand,  the  four  Islamic  parties 
(NU,  PSII,  Parmusi  and  Perti)  were  only  able 
to  gain  97  seats  in  parliament. 

Golkar's  absolute  victory  was  the  right 
momentum  for  the  government  in  paving  the 
way  towards  the  reform  of  the  political  system 
in  Indonesia  and  simplifying  the  number  of 
political  parties,  the  idea  of  which  had  been  in- 
corporated in  the  Decree  of  MPRS  (Provi- 
sional People's  Consultative  Assembly)  No. 
XXII/1966  (p.  63).  And  the  implementation  of 
the  Decree  was  finally  realised  after  the  presi- 
dent had  submitted  the  grouping  of  political 
parties  to  the  House  of  Representatives,  which 
brought  about  the  following  result:  (l)-The 
United  Development  Group,  PPP;  (2)  The 
Democracy  Development  Group,  PDI;  and 
(3)  The  Functional  Group,  Golkar.  Those  three 
groups  were  the  embroys  of  the  present  three 
political  forces,  of  which  their  existence  was 
ensured  in  Act  No.  3/1975. 

Before  the  official  fusion  of  Islamic  parties 
into  the  United  Development  Party,  there  had 
been  some  different  viewpoints  on  the  forming 
of  the  new  Islamic  Party,  either  amongst  the 
Armed  Forces  (ABRI)  or  amongst  the  party 
concerned.  One  of  the  views  worrying  about 
the  fusion  came  from  amongst  ABRI  them- 
selves. Acording  to  them,  the  fusion  of  Islamic 
i  parties  cited  above  would  become  a  potential 
power  that  may  become  a  threat  to  ABRI  (p. 
79).  This  view  may  be  based  on  the  existence 
of  Islamic  separatist  movements  that  had 
coloured  the  history  of  the  Republic  in  the 
1950s  and  the  1960s  which  put  ABRI  in  a  posi- 
tion of  a  spearhead  in  facing  those  separatist 
movements.  Whereas  different  viewpoints  in 
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the  party  were  on  the  one  hand  still  dominantly 
motivated  by  the  interests  of  party  elements 
(NU  arid  PSII)  while  there  was  on  the  other 
hand  an  urge  to  immediately  form  a  fusion  so 
as  to  develop  a  new  force  of  Islamic  parties 
which  had  during  the  two  general  elections  of 
1955  and  1971  never  won  an  absolute  victory, 
whereas  90  per  cent  of  the  Indonesian  people 
adhere  to  the  Islamic  religion  (Parmusi  and 
Perti).  Despite  the  differences  of  opinions, 
finally  through  deliberation  the  fusion  was  ac- 
complished, which  was  marked  by  the-Declara- 
tion  of  the  Establishment  of  the  United  De- 
velopment Party  (PPP)  on  5th  January  1973, 
entailed  by  functional  institutions  of  the  party 
(pp.  79-103). 

OPENING  OLD  SORES 

Apparently  serious  cases  faced  by  PPP  since 
the  fusion  from  1973-1982  (Chapter  IV)  con- 
stitute the  main  part  of  this  chapter.  The 
presentation  of  those  events  is  as  it  were,  like 
opening  old  sores  that  had  almost  been  for- 
gotten. On  the  other  hand,  their  presentation 
should  still  invite  us  to  reflect  on  them  for  a 
while.  This  is  due  to  the  fact  that  in  technical 
terms  the  discussion  on  those  happenings  is  felt 
as  "re-photographing  the  facts  of  the  events," 
without  being  accompanied  by  a  critical  at- 
titude and  an  in  depth  study  on  the  basic  causes 
of  those  events,  especially  in  the  context  of  the 
national  development  strategy  which  has  so 
far  been  adopted  by  most  of  the  Third  World 
countries,  including  Indonesia. 

An  important  event  presented  in  this  book 
is  among  other  things  the  non-occurrence  of 
the  party's  congress  during  the  period  of  ten 
years  after  the  fusion.  The  reasons  that  are 
given  for  the  non-occurence  of  the  congress 
are  that  there  has  not  been  a  common  outlook, 
aside  from  the  mutually  suspicious  attitude 
amongst  the  leaders  of  the  PPP  elements 
(pp.  105-1 10).  Besides,  during  the  1973  General 
Sessions  of  the  People's  Consultative  Assembly 
(MPR),  when  the  GBHN  (Guidelines  of  State 
Policy)  were  being  discussed  there  was  a  dif- 
ference of  opinion  between  the  government 
(Golkar)  and  PPP  concerning  matters  in  the 
economic,  socio-cultural  and  political  fields 


minus  that  of  defence  and  security  (p.  112).  In 
the  political  field  the  floating  mass  principle 
was  considered  by  PPP  as  being  at  the  dis- 
advantage of  the  party  because  it  cuts  off  the 
main  communication  line  between  the  party 
and  its  traditional  supporting  mass  in  rural 
areas  (p.  113).  This  may  also  be  interpreted 
that  the  floating  mass  principle  in  our  party 
system  is  opposed  to  the  essence  of  Pancasila 
and  the  1945  Constitution.  Because  this  princi- 
ple implies  a  political  discrimination  against 
the  popular  masses  in  rural  regions  which  nota 
bene  constitute  a  majority  of  the  population 
and  the  most  meritorious  productive  force  in 
national  development.  The  mentioned  princi- 
ple also  means  to  establish  a  leaderhip 
mechanism  that  is  alienated  from  the  problems 
faced  by  the  popular  masses. 

In  the  economic  field,  PPP  also  ascertained 
the  danger  of  a  capitalistic  concept  and  strategy 
of  economic  development  (p.  114).  This  was 
due  to  the  fact  that  a  capitalistic  economic  life 
was  feared  to  become  a  new  political  force  (e.g. 
an  alliance  of  entrepreneurs  and  the  ruling  class 
that  may  endanger  democratic  economic  and 
political  life),  which  may  only  appear  on  the 
sub-surface,  unobtrucively  though,  was  very 
decisive  in  the  decision-making  process  of  state 
and  social  affairs  and  might  be  detrimental  to 
the  interests  of  the  people  at  large. 

Another  important  event  was  the  issue  on 
the  Bill  of  Matrimony  which  had  been  hotly 
debated  and  terminated  successfully  (pp. 
115-132).  On  the  other  hand  during  the  1978 
MPR  General  Sessions  something  unforeseen 
happened,  when  the  draft  of  the  decree  on  P-4 
(the  Guide  to  the  Living  and  Practice  of  Pan- 
casila) and  the  issue  on  the  Belief  in  the  One 
and  Only  God  were  being  discussed.  Some  PPP 
members  who  were  unsatisfied  staged  a  walk 
out.  In  facing  this  problem  each  element  had  a 
different  point  of  view.  But  NU  took  a  very 
radical  stand  (p.  150).  Not  long  after  the 
General  Sessions,  Sjafei  Sulaiman  and  asso- 
ciates interpellated  in  Parliament  upon  NKK 
(Normalisation  of  Campus  Life)  as  a  reaction 
to  the  Decision  of  the  Minister  of  Education 
and  Culture  No.  156/U/1978  (pp.  159-162). 
Apparently  the  two  latest  happenings  were 
taken  into  account  by  the  government.  This 
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can  be  noted  from  the  crisis  inflicting  upon 
PPP  in  1982;  the  interference  of  a  third  party 
(government)  in  an  attempt  to  remove  the 
radical  (NU)  party  leaders  seemed  very  ob- 
vious. Hence  the  crisis  that  inflicted  upon  PPP 
in  1982  was  not  merely  brought  about  by  the 
different  point  of  views  on  the  distribution  of 
seats  to  each  element,  or  by  the  forwarding  of 
the  tentative  list  of  DPR  members,  but  it  was 
obviously  more  than  that. 

What  we  can  observe  from  the  important 
events  faced  by  PPP  during  the  period  of 
1973-1982  was  the  defeat  and  the  victory  of  the 
party  in  its  efforts  to  struggle  for  the  party's 
aspirations,  aside  from  the  disorders  that  hap- 
pened within  the  party.  These  party's  internal 
conflicts  greatly  affected  the  existence  of  PPP. 
As  can  be  noted,  the  crisis  just  before  the  1982 
General  Elections  led  to  PPP  losing  five  seats 
in  parliament. 


THE  PARTY'S  PROSPECT  IN  THE 
FUTURE 

One  may  say  that  the  culture  of  internal 
conflicts  within  a  party  constitutes  a  charac- 
teristic of  political  parties  in  Indonesia.  Islamic 
parties  are  not  excluded  from  such  a  tragedy. 
And  PPP  could  not  shed  itself  from  this  kind 
of  legacy.  As  a  result,  the  party's  strategy  to 
achieve  its  fixed  objectives  was  hampered  at  the 
crossroads. 

Whereas  the  internal  conflicts  of  PPP  were 
practically  coloured  by  a  variety  of  different  in- 
terests and  views  both  between  elements  and  in- 
viduals  (especially  from  the  older  generation  of 
NU,  and  Muslimin  Indonesia,  MI).  Besides, 
the  problem  of  complicated  organisational 
structure  of  parties  were  very  confusing  (pp. 
182-186). 

To  face  the  internal  conflicts  within  parties, 
Dr.  Alfian  once  said  that  internal  conflicts 
within  parties  could  be  considered  natural.  But 
it  would  become  unnatural  if  they  occured  not 
because  of  the  ideals  that  have  to  be  strived  for 
by  the  party,  but  on  account  of  matters  aside 
from  those  ideals,  such  as  personal  interests. 


And  seemingly  the  conflicts  within  PPP  started 
from  this  kind  of  unnaturalness.  This  can  be 
seen  from  the  political  stand  and  behaviour  of 
J.  Naro  (p.  186)  which  I  am  more  inclined  to 
call  a  partnership  of  the  government. 

J.  Naro's  successful  attempt  to  get  rid  of  his 
friends  whose  voicings  were  controversial,  may 
be  regarded  as  an  early  effort  to  overcome  the 
conflicts  and  terminate  the  crisis  within  PPP. 
But  the  problem  is  not  that  simple,  since  the 
ordeal  will  last  longer.  Apparently  the  issue  on 
the  party's  congress  is  very  important  as  a 
therapy  for  all  that.  PPP  which  for  almost  ten 
years  has  never  held  a  congress,  could  even- 
tually do  it  in  August  1984.  As  a  result:  the  NU 
faction  was  severely  hit  by  MI  (Muslimin  In- 
donesia) and  J.  Naro  was  re-elected  as  the 
general  chairman  of  the  party.  In  addition, 
as  to  the  party's  institution,  the  office  of  the 
party's  president  and  the  Syuro  Council  in  the 
new  Central  Executive  Board  (DPP)  have  been 
abolished,  whereas  the  Deliberative  Council  of 
the  Party  has  been  maintained.  And  the  most 
monumental  result  was  the  acceptance  of  Pan- 
casila  as  PPP's  sole  principle  (Tempo,  1  Sep- 
tember 1984). 

The  prospect  of  PPP  based  on  the  sole  prin- 
ciple still  remains  a  mistery  (pp.  191-192).  One 
may  however,  as  well  predict  its  future  in  the 
light  of  important  events  experienced  by  PPP 
and  based  on  an  accurate  and  careful  study.  As 
to  this  problem  Arbi  Sanit  once  predicted  in  a 
discussion  that  a  change  of  principle  and 
nature  of  a  party  from  a  closed  to  an  open  one 
would  bring  about  an  increasingly  gloomy 
prospect  for  the  PPP  (Sinar  Harapan,  29  Oc- 
tober 1984).  Moreover,  since  NU,  as  the  largest 
element  in  PPP,  asserted  that  it  was  not  a 
political  organisation,  although  historically 
NU's  contribution  in  establishing  PPP  had 
been  substantial.  In  addition  to  that  is  the 
protracted  internal  conflict.  A  case  in  point 
was  that  some  time  ago  Syarifuddin  Harahap 
warned  J.  Naro  to  resign  immediately  from  his 
position  as  general  chairman  of  PPP  (Berita 
Buana,  30  November  1984).  His  conclusion  is: 
from  crisis  to  crisis  has  been  the  face  of  PPP 
until  now.  Hence  whether  Arbi  Sanit's  predic- 
tion is  right  or  wrong  is  finally  for  the  facts  of 
history  that  will  prove  it. 
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